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FRIDAY, MAY 27, 1955 


UNITED STATES SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON 
IRRIGATION AND RECLAMATION OF THE 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
VW ashington, Zp ff 

The subcommittee met, pursuant to call, at 10 a. m., in room 224, 
Senate Office Building, Hon. Clinton P. Anderson (chairman of the 
subcommittee) presiding. 

Present: Senator Anderson. 

Present also: Senator Goldwater. 

Present also: Goodrich W. Lineweaver, committee assistant for 
reclamation; Elmer K. Nelson, consulting engineer; and N. D 
McSherry, assistant chief clerk. 

Senator ANDERSON. The committee will be in order. 

The bill we have under consideration is S. 1574. 

(The bill referred to follows: ) 


[S. 1574, 84th Cong., Ist sess.] 
4 BILL To provide for payments by the Secretary of the Interior 


1 to owners of non-Federal water-us 
facilities for hydroelectric power benefits realized by the United Stat 


*s therefrom, and for other pur 
Be it enacted by the Senate and House of Re presentatives of the United States of 
Ame ica wv Cong eSS a sembled, That, for the purposes of aidit 2 OF} 
nent for beneficial use of the water resources of streams of the United Stat 
for irrigation, hydroelectric power development incidental to tl] 

nation program, and to aid in the 
ol water users to repay, 


ie Federal recla 
repayment of irrigation costs bevond the ability 
the Secretary of the Interior shall, wit! 
hydroelectric power facility owned by the United State 
i) which is or will be benefited by the constr 
tenance of any reservoir or other 
than the United States; and 
li) the marketing of power from which is within 
jurisdiction, 


1 respect to 
uction, operation, and 1 


water-use facility owned by a party other 


annually to the Congress the value of the 


hvdroelect Wc power! benefit 
} 








\ he finds have been or will be realized by the Federal facility during 
year in question, the porti m of the costs of the non-Federal facility which 
finds to be properly chargeable to the furnishing of t] ' benefits, and his rec 
mendation with respect to the reasonable and equitable amount that ould 
be paid by the United States to the owner of the non-Federal facility in the 
cumstances, which amount shall not exceed the lue of the benefits fe d 
be realized or the costs found to be properly chargeable, whichever the 

i A like report shall be made by the head of any other department 
of the United States with respect to any hydroelectric power project the marl 
ng of power from which is within the administrative jurisdiction of that depart 

ent or agency. 
c) It is the intent of the Congress that there shall be paid annually to th 


owners of reservoirs and other water-use facilities the construction, operator 
or maintenance of which benefit Federal hydroelectric power project 

d equitable amount for the hydroelectric power benefits s 
are authorized to be appropriated such sums as may be 


1] 
a TeaSOnaH Te 


1: 4) 
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ments to the owners of non-Federal facilities in the amounts found, as the case 
may be, by the Secretary of the Interior or by the head of any other Department 
or agency to be reasonable and equitable and reported, as hereinbefore provided, 
to the Congress 

Sec. 2. The Secretary of the Interior shall, with respect to any hydroelectric 
power project owned by the United States 

(i) which is or will be benefited by the construction, operation, and main- 
tenance of any reservoir or other water-use facility owned by the United 
States which is within his administrative jurisdiction; and 

(ii) the marketing of power from which is within his administrative 
jurisdiction, 

report annually to the Congress the value of the hydroelectric power benefits 
which have been or will be realized by the first such facility from the second 
during the year in question and the portion of the costs of the second facility 
which is properly chargeable to the furnishing of those benefits, and there shall 
be credited on the books of the Treasury to the accounts of the second facility 
and debited from the accounts of the first facility that amount which the Secretary 
finds to be reasonable and equitable in the circumstances, which amount shall 
not exceed the value of the hydroelectric power benefits found to be realized or 
the costs found to be properly chargeable, whichever is smaller. 

(b) Like findings shall be made by the head of any other Department or agency 
of the United States with respect to any two projects which are within its ad- 
ministrative jurisdiction as aforesaid, and a like credit and debit shall be made on 
the books of the Treasury in each such case. 

(c) Whenever one hydroelectric power project which is owned by the United 
States is or will be benefited by the construction, operation, and maintenance of 
another reservoir or water-use facility which is owned by the United States but 
administrative jurisdiction over the marketing of power from the first is in a 
different Department or agency of the United States than that which has admin- 
istrative jurisdiction over the second, the heads of the two Departments or 
agencies shall make the finding with respect to benefits realized, costs incurred, 
and amounts reasonably and equitably to be eredited and debited to the accounts 
of the two projects, and their joint conclusion with respect to the amounts to be 
credited and debited shall, upon being reported to the Congress, have the same 
effect as a conclusion of the Secretary of the Interior under subsection (a) of this 
section. 

Src. 3. (a) Whenever the Secretary of the Interior has reason to believe that a 
hydroelectric power project owned by a party other than the United States is or 
will be benefited by the construction, operation, or maintenance of any reservoir 
or water-use facility which is owned by the United States and which is within his 
administrative jurisdiction, he shall determine and fix a reasonable and equitable 
charge to be paid annually by the owner of the facility benefited to the United 
States. The annual charge hereunder shall be not more than— 

(i) such part of the fixed costs of the Federal facility furnishing the benefit 
plus such part of its operation and maintenance costs as the Secretary shall 
find proper; or 

(ii) the value of the benefits realized, whichever is less. 

All charges collected hereunder shall constitute revenues of the Federal project 
providing the benefit, and such revenues shall be disposed of in accordance with 
the provisions of law applicable thereto. 

(b) Like notification shall be given by the head of any other department or 
ugency of the United States in the case of benefits which he has reason to beleve 
ire or will be realized by a non-Federal hydroelectric power project from a Federal 
reservoir or water-use facility which is within his administrative jurisdiction. 

Sec. 4. Whenever any hydroelectric power project owned by a party other than 
the United States is or will be benefited by the construction, operation, or main- 
tenance of a reservoir or water-use facility which is owned by another party, said 
party being other than the United States, the Secretary of the Interior shall, upon 
request of the owner of the second facility or on its own motion, after notice and 
opportunity for hearing, determine and fix a reasonable and equitable charge to 
be paid annually by the owner of the facility benefited to the owner of the benefit- 
ing facility. The annual charge hereunder shall be not more than— 

(i) such part of the fixed costs of the facility furnishing the benefit plus 
such part of its operation and maintenance costs as the Secretary shall find 
proper; or 

(ii) the value of the benefits received, whichever is less 

Sec. 5. (a) Annual charges assessed under the provisions of sections 3 and 4 
of this Act may be readjusted by the Secretary, after notice and opportunity for 
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hearing, at periods of not less than five years or at any time that changed conditions 
may warrant. 

b) The Secretary of the Interior is authorized, with respect to projects which 
are within his administrative jurisdiction, to enter into contracts with the owner 
of any hydroelectric power project, reservoir, or other water-use facility whereby, 
in consideration of hydroelectric power benefits to be realized by the United States 
from the construction, operation, or maintenance of any non-Federal reservoir or 
water-use facility or in consideration of the benefits to be realized by any non 
Federal hydroelectric project from the construction, operation, or maintenance 
of any Federal reservoir or water-use facility, the owner thereof or the United 
States, as the case may be, agrees to pay to the other party each vear a sum 
certain or fixed by formula. No sucn contract shall obligate the United States 
to pay an amount greater than 

(i) the hydroelectric power benefits expected to be realized by the Umted 
States from the construction, operation, or maintenance of the non-Federal 
facility; or 
(ii) the portion of the expected costs of the non-Federai facility which are 
properly chargeable to the furnishing of those benefits, whichever is less. 
The head ot any other department or agency of the United States is authorized, 
with respect to projects which are within its administrative jurisdiction and sub- 
ject to the conditions hereinbefore set out, to enter into hke contracts, Each 
such contract shail be reported to the Congress and shall, during the period 
during whicen it is in force, obviate any other reporting requirements set forth in 
this Act. 

Src. 6. All parties affected by any determination made under sections 2, 3, 4, 
or 5 of this Act (except an agency of the United States in an instance where the 
cost of operating the Federal facility involved is financed by direct appropriations) 
shall bear a reasonable share of the cost to the Secretary of making the determina- 
tion, and all such parties shali pay their share of such cost, as fixed by the Secre- 
tary, into the Treasury of the United States for credit to miscellaneous receipts. 

Sec. 7. This Act shall be effective six months after the date of its enactment or 
at the beginning of the fiscal year immediately following its enactment, whichever 
occurs later. 

Srec. 8. Appropriations necessary to discharge the obligations of the United 
States in accordance with the Secretary’s reports are hereby authorized. 

Sec. 9. All Acts or parts of Acts inconsistent herewith are hereby repealed or 
modified as the case may be, 


Senator ANDERSON. Senator Jackson said he would like to have the 
committee meeting postponed on this. We will go on with the 
witnesses we have and then adjourn, and any witness he may desire 
to bring in we will bring in subsequently. 

I thought that Mr. Gatchell, of the Federal Power Commission, 
could testify, but Senator Goldwater, do you have a statement? 


STATEMENT OF HON. BARRY M. GOLDWATER, UNITED STATES 
SENATOR FROM THE STATE OF ARIZONA 


Senator Gotpwater. I have a very brief statement on this, Mr. 
Chairman. 

5S. 1574 introduced by me by request is designed to carry out a 
twofold purpose: 

(1) To standardize the payments for headwater benefits to down- 
stream power facilities; and 

(2) To promote a more efficient and coordinated maximum use of 
a watershed for power and related purposes, which is in the interest 
of sound conservation. 

The present law recognizes the principle of payments for headwater 
benefits, in requiring payments for any stored water which is bene- 
ficially used by a power facility lower down on the stream. The sole 
exception in the present law is that the Federal Government does 
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pav for be nefits in increased power generation which it receives 
from non-Federal storage pu ble or private, : Ithoughb lt ace such 
payments Lo ~a made for any bene fits rec ‘eived from a Ir eder: il inst al- 


not 


a 

S. 1574 would merely correct whi at appears to me to be an inequity 
in ed law and would remedy this inequity and provide that the 
Federal Government would make payme nts for benefits received from 
stored water on the same basis as the law now requires non-Federal 
projects, public or private, to do. 

If all projects on a river recognize the principle of headwater bene- 
fits and pay on an equal basis, it will promote wisest use of this most 
unportant natural resource. The use of stored water will be co- 
ordinated so that maximum integrated utilization of the water is 
achieved. 

The principle embodied in S. 1574 was recognized as sound by 
President Truman’s Water Policy Committee in its report and has 
been recommended by the Federal Power Commission for several 
vears. 

President Eisenhower has recommended the legislation both in his 
1955 and 1956 budget message. In 1956 the President said as follows: 


In order to establish equity between the Federal Government and other inter- 


ests, I eee: in my 1955 budget message enactment of legislation to 
provide that the Federal Government make payments to non-Federal owners of 
water resources projects when Federal hydroele ‘trie power developments benefit 
from these projects. Payments are now required from other licensees deriving 
such benefits and I see no reason why the Federal Government should be ex- 


empted J hope the Congress will amend the Federal Power Act during the 
session to require such Federal payments. 

I am advised that the Federal Power Commission and the Depart- 
ment of the Interior have recommended to this committee certain 
amendatory language. I »m certainly not against anything t hat will 
get this job done. My interest is in effecting a change in the law to 
carry out the objectives above enumerated, and any approach which 
this committee may feel is the best way to correct the present short- 
coming of the law meets with my approval. 

Senator ANDERSON. Thank you, Senator. 

Mr. Gatchell. 


STATEMENT OF WILLARD W. GATCHELL, GENERAL COUNSEL, 
FEDERAL POWER COMMISSION 


Mr. Garenett. Mr. Chairman and members of the committee, in 
response to your request, the Federal Power Commission has sent 
over this morning Messrs. W. Farley, Chief of the Commission’s 
Division of Licensed Projects; John C. Mason, Assistant General 
Counsel; and oye elf. My name is Willard W. Gatcheil, and I am 
General Counsel for the Commission. 

The bill S. 1574 would provide for payments by the Secretary of 
the Interior to owners of non-F deral water-use facilities for hydro- 
electric power benefits realized by the United States therefrom. A 
report of the Federal Power Commission on the bill was sent to 
Senator Murray, chairman of the committee, under date of May 5, 
1955, and recommended that in lieu of the proposal in the bill a new 
section 31 be added to the Federal Power Act in lieu of the present 

ection 10 (f) of the act. 
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Mr. Chairman, would it be appropriate to ask that the report be 
incorporated in the record at this place? 

Senator ANDERSON. Yes, the report will be Incorporated in the 
record at this point 

The report referred to together with the reports 1. the Department 

the Interior and the Bureau of the Budget follov 


FEDERAL PowEeR CoMMISSION ReEpoRT ON 8S. 1574, 84TH ConGrREss, A Birt To 
PROVIDE FOR PAYMENTS BY THE SECRETARY OF THE INTERIOR TO OWNERS OF 
NON-FEDERAL WATER-USE FACILITIES FOR HypROELECTRIC PowreR BENEFITS 
REALIZED BY THE UNITED STATES THEREFROM, AND FOR OTHER PURPOSES 


Chis bill provides that in those cases Where any hydroelectric power facility 
owned by the United States is benefited by the construction and operation of any 
reservoir by another party (State, municipality, person or private corporation 
the United States shall pay to the other party an annual charge not to exceed 
the value of the benefits realized or a portion of the costs of the non-Federz] 
facility furnishing the benefits. tecommendation as to the amount of such 
charge is to be made to the Congress by the Secretary of the Interior, or other 
agency head having administrative jurisdiction of the marketing of the power 
from the Federal hydroelectric facility. 

Section 3 of the bill provides for similar annual payments With respect to pay- 
ments to the United States by another party where any water-use facility owned 
by the United States bene fits a hydroelectric power project owned by another 
party. The Secretary of the Interior, or other agency head having administra- 
tive jurisdiction over the Federal water-use facility, is directed to fix the charge. 
Provision is also made for debits and credits on the books of the Treasury Depart- 
ment between different Federal agencies on account of the benefits realized by a 
federally owned hydroelectric power project from the construction or operation 
of a federally owned water-use facility. 

Section 4 of the bill provides that the Secretary of the Interior shall fix annual 
payments to be made between parties other than the United States where the 
water-use facility of one party benefits a hydroelectric power project of the other 
party. 

Section 10 (f) of the Federal Power Act (16 U. 8S. C. 803 (f)) provides that when 
licensees are benefited by reservoirs or other headwater improvements constructed 
by other parties, including the United States, they shall reimburse the owner of 
the improvement for such part of the annual charges for interest, maintenance, 
and depreciation thereon as the Commission may deem equitable. By the third 
paragraph of section 10 (f) (which was added in 1935) the requirement for pay- 
ments for headwater benefits was imposed upon nonlicensees under certain 
circumstances, 

It thus appears that the bill would attempt to pre vide for the same sharing of 
headwater improvement costs as eee by Congress in secti 10 (f) of the 
Federal Power Act. However, the bill would not accomplish this objective by 
amending the Federal Power Act but, in effect would repe ‘al section 10 (f) of tl 
Federal Power Act and transfer to the Secretary ot the Interior the authority to 
determine charges to be paid and to assess them against tne proper parties, instead 
of working through the Federal Power Commission as at present. 


This arrangement would be extremely awkward, with the Commission having 
jurisdiction over new licensees for other purposes and over existing licensees for 
this and all other purposes, and the Secretary of the Interior having jurisdiction 
for this limited purpose over some licensees but not having a basis for making the 


jurisdictional determinations inherent in the proposal or for determining the 
benefits received. Also the bill could not apply even in this respect to outstandit 
licenses under the Federal Power Act for those licenses may be amended only with 
the mutal consent of each licensee and the Commission. 

Moreover the bill raises some procedural questions which have already been 
settled by Congress in the Federal Power Act; namely, the manner in which parties 
may apply for and secure and have reviewed a determination of the headwater 


benefits received and the costs to be shared. In order to provide a fully efi 
means of administering this bill, corresponding provisions would have to be 
enacted prox iding for notices , hearings, rehearings, court re‘ iew, ¢£ 1 enfor - 
ment of determination orders. 

The Commission is in complete agreement with t! substantive proposal of 
the bill to provide for annual payments for headwater benefits received by non- 
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Federal power developments and for similar annual payments by the United States 
which in like manner receives benefits at federally owned power projects. The 
Commission has so recommended and again urges that section 10 (f) of the Federal 
Power Act be amended accordingly. It does not recommend passage of this bill 
but reeommends in lieu thereof that the entire bill be stricken after the enacting 
clause and that language somewhat along the lines of the attached substitute be 
enacted in lieu thereof. 
FrepERAL PowrER COMMISSION, 
By Jerome K, KuyKENDALL, Chairman. 


Supstirute Section 31 or FepERAL Power Act 


The Federal Power Commission recommends that the bill S. 1574 be stricken 
after the enacting clause and that the following be substituted in lieu thereof: 

That subsection (f) of Section 10 of the Federal Power Act (16 U.S. C., sec. 
803 (f)) is hereby repealed. 

Src. 2. That the following new section be added to the Federal Power Act: 

“Sec. 31. (a) Whenever any hydroelectric power project owned by non-Federal 
interests is or will be benefited by the construction, operation, or maintenance of 
any reservoir or other water-use facility, the Commission, after notice to the owner 
or owners of any project so benefited, and after opportunity for hearing, shall 
determine and fix a reasonable and equitable annual charge to be paid to the owner 
of such facility furnishing such benefits, including the United States if it be the 
owner of the facility providing the benefit. The annual charges hereunder shall 
be such part of the fixed costs of the facility furnishing the benefit plus such part 
of the annual operating and maintenance costs of such facility, including land 
rentals and similar charges, as the Commission may deem equitable: Provided, 
That such annual charges shall not exceed the value of the benefits realized or 
received. 

‘““(b) Whenever any hydroelectric power project owned by the United States 
is or will be benefited by the construction, operation, or maintenance of any 
reservoir or other water-use facility, the Commission, after notice to the Federal 
agency operating the project so benefited and the Federal agency or owner of the 
facility furnishing the benefit, and after opportunity for hearing, shall determine 
and fix a reasonable and equitable annual charge to be paid to the owner of such 
facility furnishing such benefits, such charge to be determined as provided in the 
preceding paragraph: Provided, That payments shall be required for benefits 
furnished by one Federal facility to another only if the cost of operating one of 
said facilities is payable from a revolving fund, and the cost of operating the other 
is payable from some other fund or direct appropriation: Provided further, That 
where no payment is required, the charges determined shall nevertheless be con- 
sidered as an expense of the facility receiving the benefit and as accrued revenue 
of the other facility, with an appropriate equal adjustment in the repayable 
Government capital invested in each such facility. 

““(c) Annual charges assessed hereunder may be readjusted by the Commission 
at periods of not less than five years after notice and opportunity for hearing or 
readjusted at any time by the Commission as changed conditions may warrant 
after notice and opportunity for hearing. 

““(q) All charges collected for the benefits provided by any facility owned by 
the United States shall const:tute revenues Df the facility providing the benefit 
and such revenues shall be disposed of in accordance with any provisions of law 
applicable thereto. 

‘“‘(e) All parties affected by any determination hereunder (except any agency 
of the United States in each instance where the cost of operating the facility 
involved is financed by direct appropriations) shall bear a reasonable share of the 
cost to the Commission of making the determination, and all such parties shall 
pay their share of such cost, as fixed by the Commission, into the Treasury of the 
United States for credit to miscellaneous receipts: Provided, That for those 
Federal facilities where payment into the Treasury is not required by this para- 
graph, the reasonable share of the cost as fixed by the Commission shall never- 
theless be considered as an expense of the facility involved. 

“(f) Appropriations or other funds available for operation of the facility con- 
cerned shall be available to pay the annual or other charges that may be assessed 
against the United States pursuant to the provisions of this section. 

“(g) No party receiving a notice under subsections (a) or (b) of this section 
shall be required to pay annual charges under this section for benefits received 
prior to the enactment of this section or be required to pay annual charges under 
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this section for benefits received more than five years prior to the date on which 
the Commission gives notice to such party as provided in subsections (a) and 
(b) hereof; nor shall any party receiving a notice under subsection (a) of this 
section be required to pay to any non-Federal interest annual charges under this 
section if it is paying or is required to pay similar annual charges under State 
law.” , 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., May 17, 1954. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington 25, D. C. 

My Dear Senator Murray: A report from this Department has been re- 
quested on §. 157 4, a bill to provide for payments by the Secretary of the Interior 
to owners of non-Federal water-use facilities for hydroelectric power benefits 
realized by the United States therefrom, and for other purposes. 

This bill, if enacted, would provide for compensation to be made by owners of 
hydroelectric facilities to the owners of other water-use facilities by the construe- 
tion, operation, or maintenance of which the hydroelectric facilities are benefited. 
Sections 1, 2, 3, 4, and 5 of the bill spell out the procedure and standards to be 
followed in four classes of cases: 

(1) Those in which a Federal hydroelectric facility is benefited by a non- 

Federal water-use facility (secs. 1 and 5); 

(2) Those in which one Federal hydroelectric facility is benefited by 

another Federal water-use facility (sec. 2); 

(3) Those in which a non-Federal hydroelectric facility is benefited by a 
Federal water-use facility (sees. 3 and 5); and 
(4) Those in which one non-Federal hydroelectric facility is benefited by 

another non-Federal water-use facility (sec. 4). 

The bill, in effect, apparently intends to elaborate on and, in some respects, to 
modify and expand section 10, subsection (f), of the Federal Power Act (16 1 
803 (f)). This subsection reads, in pertinent part, thus: 

‘* * * whenever any licensee * * * is directly benefited by the construction 
work of another licensee, a permittee, or of the United States of a storage reser- 
voir or other headwater improvement, the [federal Power] Commission shall 
require as a condition of the license that the licensee so benefited shall reimburse 
the owners of such reservoir or other improvements for such part of the annual 
charges for interest, maintenance, and depreciation thereon as the Commission may 
deem equitable. * * * 

‘‘Whenever such reservoir or other improvement is constructed by the United 
States the Commission shall assess similar charges against any licensee directly 
benefited thereby, and any amount so assessed shall be paid into the Treasury of 
the United States, to be reserved and appropriated as a part of the special fund for 
headwater improvemerts * * *, 

“Whenever any power project not under license is benefited by the construction 
work of a licensee or permittee, the United States or any agency thereof, the 
Commission * * * shall determine and fix a reasonable and equitable annual 
charge to be paid to the licensee or permittee on account of such benefits, or to 
the United States if it be the owner of such headwater improvement.” 

The Department of the Interior agrees in principle with the purposes of 8. 1574 
It recommends, however, that for its text there be substituted the text of 8S. 3434 
83d Congress. A copy of our report of June 2, 1954, to the Committee on Inter- 
state and Foreign Commerce recommending enactment of that bill is attached 
for your information. 

The Bureau of the sJudget has ady ised tha there would be no objection to the 
submission of this report to your committee. 

Sincerely yours, 
Frep G. AANDARL, 
Assistant Secretary of the Interior 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Wash ngton 25, dD es: J une y. 1954. 
Ho Joun W. BRICKER 
Chairman, Committee on Ty fe tate and F oreiqn Commerce, 
l/nited State Senate. WW ashinator D. oo. ae 

ly Dear Senaror Bricker: This is in response to your letter of May 24, 
1954, requesting the comments of this Department on 8. 3434, a bill to amend 
ection 10 (f) of the Federal Power Act to provide that charges shall be paid by 
lederal power projects which are benefited by stream improvements constructed 

, the payment to be determined in the same manner as for charges 

to be paid by non-Federal interests, and for other purposes. 

The Department favors enactment of this bill. 
Careful consideration has been given by the Department to the provisions of 


Dv other parties, 1 


this bill and to the general problem of computing and assessing benefit charges as 
among water resources projects. The Department is currently cooperating with 
the Federal Power Commission in its investigations to determine headwater 
benefits accruing to licensed projects from the Grand Coulee, Albeni Falls, and 
Hungry Horse projects in the Columbia Basin and the Canyon Ferry project in 
the Missouri River Basin. 

One of the principal objectives of the bill is to provide that benefit charges be 
assessed on Federal power projects which are benefited by other stream improve- 
ments owned by non-Federal interests. The Department fully agrees with this 
objective. As the President stated in his 1955 budget message it is only equitable 
that this be done. If non-Federal interests are assessed for payment of benefits 
received from federally owned projects, they should be compensated when their 
projects in turn provide benefits to federally owned projects. 

An earlier version of this bill in draft form has been reviewed by the Depart- 
ment which suggested certain perfecting amendments. The language of 8S. 3434 
adequately takes account of the suggestions of this Department and we have no 


further comments or suggestions. 
The Bureau of the Budget has advised that there is no objection to the submis- 
sion of this report to the committee. 


Sincerely yours, 
RALPH A. TUDOR, 
Acting Secretary of the Interior, 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., May 12, 1955. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. , 

My Dear Mr. CuHatrMan: This will acknowledge your request of March 29, 
1955, for the views of the Bureau of the Budget on 8. 1574, a bill to provide for 
payments by the Secretary of the Interior to owners of non-Federal water-use 
facilities for hydroelectric power benefits realized by the United States there- 
from, and for other purposes. 

The President has recommended in his budget messages both this year and 
last year that legislation be enacted to provide that the Federal Government 
make payments to non-Federa I 





1 owners of water resources projects when Federal 
hydroelectric power developments benefit from these projects. The Federal 
Power Commission has reported on §. 1574 to your committee, recommending 
that such legislation take the form of a substitute draft bill submitted with its 
report rather than 8S. 1574 as introduced. The Bureau of the Budget concurs 
in this reeommendatio1 ; 
\ecordingly, you are advised that enactment of S. 1574, if amended as recom- 
mended by t } 1 be in accord with the program 





the Federal Pov er Co n nission, woule 
of the President. 


Sincerely yours, 
DonaLp R. BELCHER Assistant Director. 


Mr. Garcnetyt. On May 12, Assistant Budget Director Donald R. 
Belcher stated the concurrence of the Budget Bureau in the recom- 
mendations of the Commission and advised that the enactment of the 
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bill, if amended as proposed by the Federal Power Commission, 
would be in accord with the program of the President 

In his budget message for the fiseal veal ending June BO. 1956. 
President Kisenhower recommended the enactment of legislation 
along these lines. He said: 





In order to establish equity between the Federal Government and 
terests. I recommended in my 1955 budget message cnactment of legisiat 
pro ide that the Federal Government make payvm to Federal ¢ 
water resources projects when Federal lectric powel ley opmet I 
fit from these projects, Payments are required from other licénse¢ d 
ng su h benefits and I see no reason why the Federal Government should | 
exempt d., I hope he Congr vill amend he | lera i ¢ \¢ ! 
session to require such Federal payments (p. 67 
A similar recommendation was made by President Eisenhower in 


his salar message submitted in January of last vear for the fiscal 
ar ending June 30, 1955. 

Z he essential purpose of the bill is sound, and the recommendation 
of the Federal Power Commission for amendment of the bill is only 
to enable its real purpose to be more effectively carried out under the 
framework of existing legislation. The payment for river improve 
ments is alw: avs a proble m Congress has followed the policy mere 


ve 


tofore of requiring that those consumers served 1\ federally con 
structed powerplants shall bear ali of the power cost The only es 
ception to this policy is the subject of this bill, and that exception 
involves the sharing of costs of headwater improvements which bene 
fit lower powerplants. 

When a Federal powerplant receives water that has been stored at 
an upstream development and the Federal plant can utilize that water 


for generating power, there is no provision at present for the reim 
bursement of the owner of the upper storage reservoir for any of the 
costs of his reservoir, notwithstanding the benefits derived by the 
lower powerplant. If the benefits are received by a powerplant owned 
by a State, munic ipality or privately owned power company, section 
10 (f) of the Federal Power Act requires reimbursement of a party of 
the costs of the upper storage reservoir. ‘This bill would remove the 
exception, thereby placing all power consumers On an equal footing 
In other words, the bill merely provides that all power consumers, 
whether served by Federal or by non-Federal powerplants, are to 
share in the headwater reservoir costs where power benefits are 
received from storage so provided, 

It will be seen that this is not a charge for the water but a sharing 
of the costs of facilities which make the water available when it can 
be utilized, 

Senator ANDERSON. Thank you. 

Did you want to have some statement by Mr. Farley and Mr. 
Mason? 

Mr. Garcue yt. No, sir. They are here if you have some questions. 
Mr. Farley is an engineer and Mr. Mason is a lawyer. 

Senator ANDERSON. How does it change the present law? 

Mr. Garcueuu. It changes the present law in one respect only, and 
that is, it makes it possible for those private power sources, States, 
and municipalities who develop headwater reservoirs, to be reimbursed 
for a part of their cost where a benefit is conferred upon a Federal 
powerplant. The benefits, of course, would be received by the 
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Federal powerplant in any event. But if it is possible to share these 
cosis, it makes headwater storage reservoirs that might not otherwise 
be economically feasible, feasible, by sharing the cost. 

Senator ANDERSON. And the Federal Power Commission has been 
in favor of this for quite a while? 

Mr. GAaTcHELL. Yes, sir. 

Senator AnpErRsoN. And the Office of the President? 

Mr. GatrcHELu. Yes, sir. President Truman’s Water Resources 
Committee so recommended, as Senator Goldwater remarked. 

Senator ANDERSON. Are there other witnesses? 


STATEMENT OF IRVIN HOFF, ADMINISTRATIVE ASSISTANT TO 
SENATOR MAGNUSON 


Mr. Horr. Senator, Senator Magnuson would like to testify on 
this and suggests, if possible, for him to appear when you resume. 

Senator ANDERSON. We will recess this hearing and resume and 
ask Senator Magnuson and Senator Jackson to testify at a later date. 

(Thereupon, the subcommittee recessed the hearing on S. 1574 
subject to call of the chairman.) 


pa tee 
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WEDNESDAY, JUNE 29, 1955 


UnireD Srares SENATE, 
SUBCOMMITTEE ON IRRIGATION AND RECLAMATION 
OF THE COMMITTEE ON INTERIOR AND INSULAR AFFAIRS 
Washington, Pe. 

The subcommittee met at 11:15 a. m., pursuant to call, in room 224, 
Senate Office Building, Hon. W. Kerr Scott presiding. 

Present: Senators W. Kerr Scott, North Carolina; Alan Bible, 
Nevada; Henry Dworshak, Idaho. 

Also present: Senator Wayne Morse. 

Present also: Goodrich W. Lineweaver, professional staff, and N. D. 
MeSherry, assistant chief clerk. 

Senator Scorr. The subcommittee will come to order. The hearing 
today is on S. 1574, a bill to provide for payments by the Secretary 
of the Interior to owners of non-Federal water use facilities for hydro- 
electric power benefits realized by the United States therefrom, and 
for other purposes, is a continuation of hearings opened on May 27, 
at which time reports from the Department of the Interior, the Federal 
Power Commission, and the Bureau of the Budget were presented. 

The three reports agreed on an amendment to the bill, which would 
place the responsibility for carrying out the provisions of the measure 
under the Federal Power Commission instead of the Secretary of the 
Interior. 

Mr. Gatchell, general counsel for the Federal Power Commission, 
testified on the bill, as did Senator Goldwater, the sponsor, by request, 
of the measure. The amendment proposed by the Federal Power 
Commission and concurred in by the Secretary of the Interior and 
the Bureau of the Budget, was agreeable to Senator Goldwater. 

Senator Anderson, chairman of the Subcommittee on Irrigation and 
Reclamation, is compelled to be in New York today, and I have been 
designated to hold the adjourned hearing in his absence. 

understand that additional testimony may be taken from Mr. 
Gatchell and other officials of the Federal Power Commission as to 
the workings or operations of the proposed law in the event it is passed 
by the Congress. 

There will also be testimony from witnesses who represent interests 
opposed to the bill. The major purpose of this hearing today is to 
complete the record so that it may be submitted to the Subcommittee 
on Irrigation and Reclamation for consideration, along with the pro- 
posed amendment. 

Senator Gore of Tennessee has requested an opportunity to appear, 
but he was called out of the city today to attend a funeral. He had 
been advised that the record will be held open for him to make a 
statement in person or to submit his views in writing. 
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The record, therefore, will be kept open in order to give Senator 
Gore or other witnesses opportunitites to present their views. (See 


p 71 

Because of his familiarity with this measure, I am requesting Mr. 
Lineweaver to assist me in the examination of witnesses. 

The bill S. 1574 was inserted in the record of the hearing on May 


27 together with the re ‘commended amendment by the Federal Power 

(‘ommission, and the re ports of the Department of the Interior and 

the Bureau of the Budg 

Mr. LInEWEAVE! \ir Chairman, the first witness is W. W 
I, 


Gatchell. Mr. Gatchell, do you have any further statement that vou 


would like to make before we ask vou questions? 


1 
( 


STATEMENT OF W. W. GATCHELL, GENERAL COUNSEL 
FEDERAL POWER COMMISSION 


r. Garcue tL. Mr. Chairman and members of the committee, we 
have received savedal imuici ‘s with respect to certain features of this 
proposed amendment which the ¢ ‘ommission suggests, which have been 
brought to the attention of the committee, and if | may just comment 
upon those briefly, it mav be of assistance, and that is our only hope 

We want to answer any inquiries ~_ you may have. 

Mr. Farley, who is in our Bureau of | rin charge of the Division 
of Licensed Projects, having to do viv edieotien tric projects, is here 
and Mr. Mason, assistant general counsel, is with me as well. 

So if we can answer any of your questions, we will be glad to do so. 

Now, it has been suggested that there have been no benefits paid to 
the Federal Government under the present section 10 (f) of the Federal 
Power Act; that is not quite so. In the first place, the Federal reservoir 
projects which hs ave conferred benefits are those projects which have 
been constructed fairly recently. 

The Grand Coulee project, which is one of the largest in the country 
and on the Columbia River, was completed in 1941 and no non-Federal 
projects could receive benefits from that reservoir until the Rock Island 
project was enlarged, and that was not enlarged until 1953. Promptly 
upon its enlargement, we undertook the investigation to determine 
what headwater benefits had been received at Rock Island from the 
storage at Grand Coulee. 

In due time there will be an assessment of those benefits, of the 
charges due under the Federal Power Act and would be due under 
this bill as it would be amended. 

In addition, the Government’s Allatoona project went into opera- 
tion in 1950 and the Federal Power Commission in 1952 started an 
ee of this project and some downstream powerplants owned 
by the Alabama Power Co. These plants are the Lay, Mitchell, and 
Jordan Dam projects on the Coosa River. This was a rather com- 
plex case and the Commission did assess benefits for the years 1950, 
1951, and 1952 and those charges were paid to the United States. The 
Commission is in process of assessing similar benefit charges for the 
years 1953 and 1954. As those charges are ascertained and the 
amount is determined by the Commission, they will also be paid by 
the Alabama Power Co. to the Federal Government for the benefits 
received from the Allatoona project. 
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So that actually there have been benefits that have been paid. 
Now, the changes will increase in dollar amount as these reservoir 
projects, prine ipally in the Columbia River area, come into operation 
and confer greater benefits upon the present and future constructed 
projects owned by non-Federal interests. 

Under the Federal Power Act, these payments must be made by a 
State or municipal or private power company developer holding a 
license under the Federal Power Act, whether the benefits are con- 
ferred by a Federal project or a non-Federal interest. In that con- 
nection, Mr. Chairman, if | might just mention this fact: At no time 
that I am aware of have the general taxpayers been called upon to 
make payments for Federal power projects or of Federal power opera- 
tions, nor would this bill provide for any payment by the general 
taxpayer. 

All Federal power costs are presumed to be paid under the criteria 
laid down by Congress, are presumed to be paid by the consumers 
who receive power from Federal eae that is, those who buy the 
power are supposed to pay the power costs. 

This bill, under the amendment proposed by the Commission, 
would simply say that those who receive power from Federal power 
projects and pay for that power shall pay all of the power costs for the 
power which they receive. Exactly the same formula, the same crite- 
ria, the same standard would be applied as are applied to non-Federal 
power consumers who, of course, must pay for all of their power 
project costs and that is the only way they operate. 

Further, I might point out that the Federal Power Commission has 
been most zealous in its regulation of utilities to see that they do not 
earn excessive profits; that the licensee is not permitted to earn an 
excessive profit. 

Furthermore, under the Federal Power Act, any excessive profit 
that might accidentally be earned by a power company must be used 
to reduce the net investment in that power project so that in the 
event that the United States should seek to acquire the licensed 
project at the end of the license period, the acquisition price to which 
the licensee must agree when he first takes the license, the acquisition 
price will be determined under a formula which takes into account the 
profit that that plant has earned. Therefore, the United States would 
receive the benefit from paying a reduced cost at the time that it 
acquired any privately owned dam under license. 

Now, if I might mention one dam which has been referred to, and 
that is the proposed Libby Dam, which is a very large storage and 
flood-control project and a multipurpose power project. That dam 
would only be feasible if the power produced at lower projects is taken 
into account and I do not care whether it is built by the Federal 
Government or by a State or municipal agency, or by a privately 
owned power company. It is only feasible if the power costs are 
prorated throughout the area where the benefits are received. 

The at-site power output at the Libby project would not support 
the investment that would be desirable at that place aud yet it should 
be constructed on a comprehensive basis. 

One of the keynotes to the Federal Power Act is that the water 
resources of the United States which belong to the people and are the 
property of the people should be developed in the most comprehensive 
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manner. It makes no difference under the Federal Power Act whether 
the construction. is by the Federal Government or State or municipal 
group or private power company. The criteria is that those benefits 


are to be received from the way that will give the greatest benefit to 
the widest number of people. 

If the stream is not developed in a most comprehensive manner, it 
is a loss to the Government and the Federal Power Act looks to com- 
prehensive development. So that I suggest, in considering the Libby 
project it should be considered in the same way that other develop- 
ments are considered by Congress and by the Commission, namely, to 
utilize those water resources for the widest public good. 

If | might mention another project that has been referred to, rare 
that is the John Day project. There are already in existence and i 
operation storage reservoirs which will benefit the John Day saieet 
far in excess of the headwater benefits which might be conferred i 
additional projects proposed in that Columbia River system are 
constructed 

There are no storage reservoir projects that I know of that are 
proposed for the Salmon River but there are some proposed for the 
Snake and the Clearwater Rivers, and if they are constructed, the 
benefits which aa will confer upon the John Day project will not be 
as large as the benefits which would be conferred by the existing 
reservoir facilities. Therefore, | suggest that the John Day project 
is one in which the headwater benefits do play a fairly important part. 

I do not mean to cover all of the points that have been raised with 
me by different members of the committee and Members of the 
Senate, but these pe ints that I have referred to seem to me to cover 
some of the things that have been raised. 

If you have some further questions, I will be glad to do whatever 
we can. 

Mr. Linewraver. Mr. Chairman, several questions have been 
han led to me to elarify section 31 (g¢) of the proposed amendment 
which reads: 


No party receiving a notices under subseetion (9) or tb) of this ceetion shall be 
required to pay annual charges under this seetion fer benefits received prior to 
the enactment of this section or be reanired to pay annual charges under thi 
section for benefits reecived more than 5 vears prior to the date on which the 
Commission gives notice to such party as provided in subsections (a) and (b 
hereof; nor shall any party receiving a notice under subsection (2) of this sectior 
be required to pay to anv non-Federal interest annual charges under this seetion 
if it is paying or is required to pav similar annual charges under State lav 


Now, the ques ion wiih respect to that, Mr. Gatchell, is this: 
First, does this mean that moneys due the Government from uiililies 
for past upstream storage are forgiven by this proposed legisleiion? 

Mr. GarcHey. [t does not relate in any respect to the forgiveness 
of peyments that would be due te the Federal Government. No 
State can end no State hes assessed benefit charges against a Federal 
power development, but, where there is a non-Federal project that 
would be subject to payment to the United States of headwater 
beneits under the Federal Power Act or under this amendment, 


paragraph (g¢), those payments would be made to the Federal Govern- 


ment. They would be made under paragraph (g) as they would be 
made under section 10 (f) of the Federal Power Act. 
However, in the State of Wisconsin, the State does assess headwater 


benefit charges on the Flambeau and Wisconsin Rivers where there 
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are two series of verv effective reservoir storage projects. Those 
projects are made feasible only by the payments from power develop- 
ment down below. It is to avoid the duplicaticn that would arise 


from assessing similer benefit charges under the Federel Power Act 
that we put in this paragraph (g 

Mr. Lineweaver. | assume that vour explanation there obviates 
the necessily for these questions, but I will read them into the 
record since they were handed te me. 

If so, if the first question had been answered in the affirmative, how 
long have these benefits been accruing end ullasse sed end owlhe to 
the Government? 

Mr. Garcueun. In the first place, Mr. Lineweaver, the first question 
could not be answered in the affirmative because this amendment, or 
paragraph (g) parucularly, does not call for any waiver of the charges 
due to the Federal Government 

Secondly, as I said before, the benefits received by non-Federal 
interests from Federal reservoirs are of fairly recent origin. The 
Commission’s appropriations have been severely limited in recent 
years and we do not have as large a staff to put on this work as we 
would like to have, so we have had to proceed very slowly in doing the 
work. 

We have, however, already assessed some benefits which have been 
paid to the Federal Government and have nearly concluded our studies 
on others and will proceed to do that as rapidly as we can. 

The payments to the Federal Government will be made completely 
in accordance with the statute, even if this bill is passed. 

Mr. Lineweaver. Let me ask you this: Have you any assurance 
that you will be be tte r financed in the future than you have in the past? 

Mr. Garcuett. The present appropriation gives us some additional 
funds for licensed project work and one of the things on which we are 
spending that additional money is to provide additional staff to take 
care of headwater benefit work. 

Mr. Lixeweaver. Another question. Can you estimate how 
many millions of dollars now due the U nited States from utilities under 
the present law would thus be forgiven or “given away’’? 

Mr. GarcuHe.yi. The answer is none. 

Mr. Lineweaver. The other question I wanted to ask, Mr. Gatchell, 
in the original bill as introduced and referred to this committee, there 
was reference in that bill to this, that one of the purposes is to aid the 
repayment of cost beyond the ability of water users to repay 

Undoubtedly, when the committee goes to considering this amend- 

ment, that quest ion will come up as to whether or not the Federal 
Power Commission or the Department of Interior gave any considera- 
tion, or the Bureau of the Budget, to that phase of the orieial bill 
which has been eliminated by this proposed amendment. 
Myr. GarcHeLt. Yes. ‘The answer to your question is that we did 
vive consideration to rendering assistance to irrigation deve lopm ent 
In connection wiih Federal projects, multipurpose projects, and (hat 
is something which must be taken into account. 

Congress has followed the practice in the past, however, of limiting 
Feder al power Costs and Federal power rel nbursement stric ly to the 
power phases, and in deciding that vou want (0 use some af the power 
revenues for the ee of reimbursing your irrigation cosis 1s a 
matter for Congress to decide, That policy is one that calls for many 
considerations and the Federal Power Commission in its report deals 
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strictly with the power cost and does not deal with the subsidization 
of irrigation in any respect. 

Mr. Linewraver. In other words, the Federal Power Commission 
is sticking to its knitting? 

Mr. GarcHeELL. Yes. sir: that is what seemed to us to be desirable. 
Section 17 of the Federal Power Act calls for an allocation of the re- 
ceipts received from licensees. There are certain charges that the 
Commission is required to make and when these charges are paid into 
the Commission, section 17 of the Federal Power Act calls for the 
allocation of those receipts to various purposes. I might call your 
attention to the fact that ‘50 per centum of the charges arising from 
licenses hereunder for the occupancy and use of public lands and 
national forests shall be paid mn to, reserved, and appropriated as a 
part of the reclamation fund created by the Act of Congress known 
as the Reclamation Act, approved June 17, 1902.” 

So that Congress itself has set up what shall go into the reclamation 
fund from payments made under licenses. 

Mr. Linewraver. Mr. Gatchell, will you please explain the purpose 
and effect of the provision in section 31 (g) which reads as follows: 

No party receiving a notice under subsections (a) or (b) of this section shall be 
required to pay annual charges under this section for benefits received prior to 
the enactment of this section or be required to pay annual charges under this 
section for benefits received more than five vears prior to the date on which the 
Commission gives notice to such party as provided in subsections in (a) and (b) 
hereof; 

Mr. Gatcueu. The first part of the provision you have just read 
is inserted to insure that headwater benefit determinations for the 
vears preceding enactment of the proposed amendment would con- 
tinue to be made under the provisions of the present statute, namely 
section 10 (f) of the Federal Power Act. The purpose of the second 
part of the quoted provision providing that annual charges shall 
not be required for benefits received more than 5 years prior to the 
date the Commission gives its notice is to insure that headwater 
benefit payments will be determined within a reasonable time after 
the benefits are actually received. This would be desirable from an 
accounting and tax standpoint since a headwater benefit payment 
should be included in the operating expenses during the year in 
which the benefit is received and a license paying such a aceon would 
sare have difficulty in claiming the amount of the charge on a 

‘ar-to-year basis prior to the time the determination of such charge 
is made by the Commission. In the absence of such a provision it 
would be possible to delay the making of the determination with 
respect to a particular project for 10 or 15 years after which time 
the Commission could retroactively fix the charge for the entire period. 

The Commission does not believe that there should be undue delay 
in making the determination with respect to any project. However, 
after the determination is made with respect to the initial period of 
operation the charges would be paid on a year-to-year basis without 

further determination until such time as the annual charge is ad- 
justed as provided in section 31 (c). 

Mr. Lineweaver. Will you tell me the purpose of the provision in 
section 31 (g) which reads: 
nor shall any party receiving a notice under subsection (a) of this section be re- 
quired to pay to any non-Federal interest annual charges under this section if it 
is paying or is required to pay similar annual charges under State law. 
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Mr. Garcue tit, The purpose of that provision is to permit the 
States to fix headwater benefit charges due between non-Federal de- 
velopers in those States having laws similar to the Federal law 
quirmg headwater benefit payments. Whether the payments ar 
fixed under State law or under Federal law such payments encourage 
comprehensive development of the Nation’s water resources. Hoy 
ever, | would like to point out that the provision in question would 
not permit any State to fix any payments where a Federal hydro- 
electric project is receiving benefits, and the Commission would be 
the only agency to determine what payments are to be made by an 
Federal agency to any non-Federal interest providing the benefits. 

An example of a situation where this provision would be applicable 
involves the Chippewa, Flambeau, and Wisconsin Rivers where for 
vears about 20 reservoirs have been releasing water for the benefit of 
about 25 powerplants located downstream. The State of Wisconsin 
has, since about 1907, fixed semiannually the charges to be paid foi 
those benefits. This provision would prevent duplication of effort 
and possible conflicts between the State agencies involved and the 
Federal Power Commission witb respect to headwater benefit charges 
and would not adversely affect any Federal interest. 

Mr. Garcneuu. I would like to have the Commission’s report on 
S. 1574 made a part of the record this hearing, Mr. Chairman, if that 
has not been done. 

nator Scorr. Without objection, that will be done. 

( The report referred to has been previously included. 

Senator Scorr. Senator Morse, since you want to get away, we 
will be glad to hear from you at this time. 


STATEMENT OF HON. WAYNE MORSE, UNITED STATES SENATOR 
FROM THE STATE OF OREGON 


Senator Mors. You are very kind, Mr. Chairman. 

Mr. Chairman and gentlemen of the committee, 5S. 1574, the 
so-called downstream benefit bill, would have the taxpayers foot the 
bill for the “‘partnership’’ dams proposed by the administration and 
the private utilities. 

Supposedly, partnership is designed to relieve the Federal Govern- 
ment and the taxpayers of great portions of the cost of multipurpose 
dams. That is the major argument for turning over the revenue- 
producing power features of mul tipur ‘pose projects. Yet this bill 
would shift the burden, or an appreciable part of it, back upon the tax- 
payers while the revenues from power would be handed over to the 
private utilities. 

A measure of this type was first proposed by President Eisenhower 
in his 1955 budget message. He said: 


Under the Federal Power Act, licensees of hydroelectric projects which benefit 


from headwater impoundments of other projects, either public or private, must 
make annual payments to the upstream developer in sqauaedmetes with benefit 
received. The Federal Government is not required to make similar payment 


when Federal projects derive such benefits. In simple equity, this should be done 
I recommend enactment of legislation which would require such Federal payment 

Since its enactment in 1920 the Federal Power Act has provided 
that non-Federal dam owners would pay the United States for down- 
stream benefits conferred by the orderly release of waters from 
Federal dams. 
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What the President did not s2vV in his budget Mmessevge Is thieat not 
| cent of revenue has been received by the United States Treasury 
under this 35-vear-old law. What, then, is the “equity”? which he 
advocates? What is the in quality that must be balanced off? It 
is nonexistent 

Karly attempts to appl the law were abandoned because the cost 
of administration would have been greater than revenues. But in 
recent years downstream benefits from Government dams has been 
greatly increased. 

As an example, water stored and released from Hungry Horse has 


. " 1 * 4 1 : » a? ) F 
increased the power output ol Washi iWwton Water Powe S 4 abinet 





Goree Dam it hes vet to pay anvthing for the substantial benefits 
received 

The policy of the 1920 law is sound. Private utilities should pay 
for the increased power capacity conferred by upstream Government 
dams. They sell that additional power at a profit. I am advised 


that they sell it et a greater profit than power they gencrate themselves 
be Cause 1f COSTS the utilities less to produce i 
As I said in a statement on a similar bill lest vear: 


OSO v of this pro] al certainly novel Our strea are the com- 


heritage of all the eCopt Vhen a license is is ed to a non-Federal agency 

ora l S ¢ rred because it i 4 ned that the nublie convenience 
and necess will served and because the utility esires to invest funds and 
make a profit should be borne in mind that the utilttv | ising community 
property for which it does t pay and oft has the benefit of the Government’s 
po rt ! op iO 1 public use 

It makes sense that the United States builds and operates a dam that 
increases the effici c of downstream non-Federal dams the downstream bene- 
ficiarvy should compet ite the Federal Government if it is feasible to compute 
the paym I 

The reverse does not follow The non-Federal user is, in the first instances, 
employing wate! treams that belong to the citizenry at large Private utility 
power dams are not designed to improve the streams in order to create downstream 
benefit Chat is a incidental byproduct of their operation 

It would b strange Oo exact payment from the taxpavers to compensate 
utilities for such incidental improvements of resources that belong to all of the 


peopl 


The purpose of this bill is clearly revealed in an article in the 
Wall Street Journal. Now listen to the report of the Wall Street 
Journal on August 24, 1954, on the views of the president of the 
Pacific Northwest Power Corp., the combine that proposes almost all 
of the partnership projects in the Columbia River Basin. This ts 


| | v1] | | : 
what the Wall! Street Journal reports that he said: 


two fundamental questi must be settled before the company could 
proceed to build the dam, a downstream benefit act of Congress, to standardize 
assessments of costs to downstream dams for bene‘its from upstream water 
stor ind decision wt r the Federal Government is willing to advance 
I ls for flood-co | features of the dams 


This proposal would have the taxpayers pay for incidental down- 
stream benefits from so-called partnership dams. In that fashion the 
taxpayers would foot the bill for the partnership scheme which is 
supposed to save the taxpayers money. 

The sad thing is that some of the partnership projects which are 
proposed and conditioned upon this scheme are poor subtsitutes for 
more effective storage projects like the high Hells Canyon Dam. 

Under this proposal Libby Dam, a multipurpose power and storage 
for flood control project, would be made feasible as a partnership 
project, at higher power costs to consumers. 








{ 
: 
i 





HEADWATER BENEFITS 19 


As further indication of the interrelationship of this bill and partner- 
ship, I would cite the John Day Dam partnership bill, H. R. 5789 

In the section on computation of costs, it is provided that the net of 
downstream benefits received and conferred would be paid or received 
The fict is that at the John Day project at this time and until there 
is upstream storage on the Snake, Salmon, or Clearwater Rivers, 
downstream benefits received or conferred would be negligible. Yet, 
the John Day partnership bill seeks to establish a downstream benefit 
aaverent precedent. 

This is a bad I ill. It is the cornerstone of the so-called parthye rship 
scheme under which the private utilities would be permitted, no, paid, 
for taking over multipurpose storage dam sites. It is a double 
giveaway. The private utilities would not only receive the revenue 
potential of the dam sites which should be developed in the public 
interest; they would be paid to enable them to do so 

| close by saving, Mr. Chairman and members of the committee, 
that I think in those instances where a license to a private utility is 
justified to build a dam on the people’s streams that the private 
utilities should be limited to that dam site and that the private utility 
should not expect to collect tribute from the Federal Government for 
any so-called downstream benefit that may flow from the storage of the 
people’s water behind a dam built by a private utility when that dam 
was built in order to provide power to serve the customers of the 
private utility, and when they get that license from the Federal 
Government they get, in my judgment, all they are entitled to out of 
the people's water. 

! yield for questions. 

Senator Scorr. Thank you very much, Senato1 

Senator Morse. Thank you, gentlemen. 

Senator Scorr. Senator Dworshak? 

Senator DworsHak. Mr. Chairman, I just wanted to make the 
observation that Senator Goldwater is the author of S. 1574 and is 
out of the citv today, but is represented at the hearing by a member of 
his staff. 

| presume that he might have testified were he present 

Mr. Linsweaver. At the hearing on May 27, Senator Dworshak, 
Senator Goldwater expressed himself as in favor of the amendment 
proposed by the Federal Power Commission and concurred in by the 
Department of Interior and the Bureau of the Budget 

Senator Dworsnak. Mr. Gatchell. I was wondering whether you 
had followed the proposals inherent in the proposed partnership plan 


Mir. Garcurety, Senator Dworshak, our proposals 
with the basic principles upon which the Federal Power Act is estab 
lished, namely j the licensing of non-Federal interes stoconstruet those 


Water resources which ean be constructed within the comprehensive 


plans which are suitable. The partnership proposal is merely an adap- 
tation of the plan and it seems to me that this amendment is in har- 
mony with it only in the fact that it would equalize the payment of 


power costs so that all power consumers would bear their fair share 


This is not one where the Commission is opposing Federal develop- 
ment because that Commission has reconunended Federal power 
development at many sites, 
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Senator Dworsuak. Jointly with Federal agencies? 

Mr. Garcueny. Yes, sir; some jointly and some where the United 
States—it was recommending that the United States undertake the 
development alone. It supported the Coosa River development in the 
last Congress. It also supported the Priest Rapids bill, under which 
Grant County is constructing under a Federal license. 

Those partnership proposals wher ‘re the Federal Government does 
have some interest seem to me to be essentially sound in that they 
utilize non-Federal agencies to accomplish the full and complete 
utilization of water. 

Senator DworsHak. You prefer to have a general formula outlined 
by a specific law to govern all of these joint developments or do you 
think it is feasible to have the specific details affecting a particular 
partnership development contained in the authorization of that 
project? 

Mr. GarcHetyu. Senator, I was not authorized by the Federal 
Power Commission to pass on that question because we had not had 
it before. Heretofore Congress has dealt with the projects on a 
system basis, river-system basis. 

Senator Dworsuak. Individual basis? 

Mr. Garcue tu. Individual basis. 

Senator DworsHak. Those have been quite limited? 

Mr. Garcne.ty. They have been except that you have, for example, 
in the 1944 Flood Control Act laid down certain principles which were 
followed in subsequent bills. 

! think the Coosa River bill is a good example of the pestamenip 
approach where the full resources can be utilized for the benefit of all 
the public. 

Senator Dworsuak. Who participated in that? 

Mr. Gatcueti. The Coosa River bill was supported by all but 1 
member of the House delegation from Alabama and by the 2 Senators 

Senator Dworsuak. Who participated in the venture? 

Mr. Garcuetyt. The Alabama Power Co. Certain navigation 
works will be constructed by them and navigation benefits will 
borne by the power costs in that. The Federal Government is engag- 
ing in navigation improvement downstream from the power develop- 
ment. 

Senator DworsHak. Have they arrived at a mutually satisfactory 
distribution of the costs and benefits in that particuls ur instance? 

Mr. GarcHe.y. No dispute at all, Senator. The costs the power 
company should assume have been assumed by them and the Federal 
costs likewise have been assumed by the United States without any 
question. 

Senator DworsHak. You think that we should have a basic law 
that would apply equally to developments under the Bureau of 
Reclamation and under the Army Engineer Corps or under other 
Federal agencies? 

Mr. GatrcHe.y. Senator, I do not mean to encroach on the respon- 
sibilities the Commission has assigned to me. That is a_ policy 
question. 

Senator DworsHak. I should not have asked it. 

Mr. Lineweaver. Thank you, Mr. Gatchell. 

Mr. GarcHeti. Thank you, gentlemen. 

(Senator Goldwater subsequently submitted the following supple- 
mental statement for the record :) 
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ADDITIONAL STATEMENT OF SENATOR BARRY GOLDWATER ON 8S. 1574 


Jecause | was in my home State of Arizona on June 29, I was unable to attend 
the hearings on 8. 1574, but I would like to answer a few of the misconceptions 
brought out in some of the testimony at that hearing. 

No taxpayer will have to pay anything in taxes to anyone as a result of this 
proposed legislation. The only purpose of this bill is to equalize the costs of 
improving the stream for greater output of electricity among all who receiv: 
benefits from such improvements. Certainly, if it is a recognized principle that 
is sound, the Federal Government should be willing to abide by that principl 
To do otherwise would mean that one segment of our people Is paving a part ol 
the power bill for another segment. People buying electricity from a non- 
Federal agency, either public or private, should not be required to subsidize t] 
power bill of someone buying electricity from the Federal Government, The 
Federal Government should treat all of its citizens alike and not shower favors 
on one group merely because it buys power from the Federal Government. They 
hould be required to pay at least the cost of producing the power they buy, and 
a part of that cost is the benefit derived from headwater storage by non-Federal 
projects 

[f the payments for such benefits are not recognized, it will be impossible to 
coordinate the release of storage among various projects on a river to fully utilize 
the maximum flow. 

The Federal Government has not undertaken to furnish power to all of its 
citizens, nor do I think it should. Power which it does have for sale is incidenta 
to its primary functions of flood control, navigation, and reclamation; and, as such 
any power benefits received by non-Federal construction should be paid for by 
the users of such power. To do so will not increase the cost of Federal power ma- 
terially. I have been advised that the application of my legislation in the Colum 
bia River Basin will change the cost of federally generated power in that area less 
than one-hundredth of 1 mill per kilowatt-hour, which is a very insignificant 
amount. 

Some criticism has been leveled at the fact that the private power companies of 
the United States make a profit. Is that bad? The greatness of our country and 
its economie ability has been due to our incentive system of capitalism All utili 
ties are subject to one form or another of regulation of their rates by either some 
State or Federal agency, and any payments received for headwater benefits would 
have to be reflected in their rate structures. This legislation only proposes to 
take the “windfall” subsidies now enjoved by special groups receiving Federal 
power and to equalize them so that all United States citizens pay, but pay only 
for what they receive—no more and no less. No windfall profits will accrue to 

vone by reason of the principle embodied in my legislation, but rather the con 

imers of one area will not be able to pass off to the consumers of another area a 
part of their electric bill. 


Mr. Lineweaver. Mr. Chairman, next we have Mr. Angus 
McDonald. Mr. McDonald has an engagement and I agreed to put 
him on at this time. He said it would take about 5 minutes. 

Senator Scott. Proceed. 


STATEMENT OF ANGUS McDONALD, ASSISTANT LEGISLATIVE 
SECRETARY, NATIONAL FARMERS UNION 


Mr. McDonaup. Mr. Chairman and members of the committee, 
my name is Angus McDonald. I am assistant legislative secretary of 
the National Farmers Union. I have a brief summary statement here 
which I believe I will be able to read in less than 5 minutes. 

We are appearing here in opposition to S. 1574, which would 
authorize the Secretary of the Interior to report annually to the 
Congress the value of hydroelectric power benefits which he finds 
have been realized by a Federal facility because of an asset, non- 
Federal facility. 

The Secretary is further authorized to cause the amount of the 
benefits to be credited on the books of the United States Treasury 
to the accounts of the non-federal facility. 


65385—55——_-4 
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This proposal, it seems to us, is a roundabout method of getting 
the hands of the privace power groups into the Federal Trea LSUT'Y 
We see no reason why the Federal Government which has generou sly 
awarded dam sites to private groups should have to pay for benefits 
it receives indirectly from the private installation. 

Private power companies have found the building of hydroelectric 
dams and the sale of electricity a highly profitable business. That 
is the reason that they generally oppose the authorization of Federal 
power projects and the distribution of resulting power to consumers 
at low cost. The only exception, as far as we know, to the opposition 
of private power groups t » Federal power programs or projects is in 
areas where the cost of the dam is relatively high. 

Private power groups have been generously subsidized by the 
United States Government, according to the Rural Electric Co- 
operative Association which has made a study of the Federal tax 
amortization program. ‘These benefits amount to a total of about 
$3 billion. 

Now it appears the private utilities want additional subsidies and 
benefits at the expense of the people of the United States who own 
the navigable rivers of the United States 

| refer to a statement of Kinsey M. Robinson, president of the 
Pacific Northwest Power Co., published in the Wall Street Journal, 
August 24, 1954. 

The Pacifie Northwest Power Co. is a joint enterprise of Washington 
Water Power Co., which Mr. Robinson also heads; Montana Power 
Co., Pacific Power & Light Co., and Portland General Electric Co. 

In the article Mr. Robinson disclosed the reasons for delay in the 
private power development of Bruces Eddy on the North Fork and 
Penny Cliffs on the Middle Fork of the Clearwater River. He 
apparently referred to 5S. 3434, which was not acted on by the 83d 
Congress. Although this bill varies somewhat from the legislation 
considered here, the principle of requiring the Federal Government to 
subsidize private power development also applies. 

Mr. Robinson said that before his company built these 2 projects 
that 2 fundamental questions must be settled before the company 
could proceed to build the dams, ‘‘a downstream benefit act of Con- 
gress,’ and I quote: 

* * * to standardize assessment of costs to downstream dams for benefits from 
ipstream water storage, and a decision whether the Federal Government is 
willing to advance funds for flood control features of the dams. 

Much has been said in the press, in the Congress, and other places 
regarding the subsidies received by rural electric cooperatives and 
consumers of power distributed by Federal power projects and 
programs. 

We believe that the elimination of subsidies in the rural electrifica- 
tion program and in other programs amounts to little or nothing. 
It certainly is insignificant compared to the vast benefits which 
farmers, distributors of electric appliances, and manufacturers of 
other equipment have received because of the program. 

We do not object to private power companies being in the business 
of selling electric power. We do not object to their making a fair 
return of profit, but we do object to their reaching their hands into 
the United States Treasury and levying a tax on every American 
citizen to the extent that they would be subsidized by this legislation. 
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We oppose this bill not only because it is an unnecessary subsidy 
which would be paid to those who are already reaping profits as a 
result of privileges granted by State and Federal authorities but 
because it would encourage others to come to Washington for hand- 
outs, in addition to subsidies ensuing from the rapid tax amortization 
program. 

We. therefore, respectfully urge this committee to turn down the 
proposal whether it is in the form of this bill or in the form of 8. 3434, 
S3d Congress. 

Mr. Linewraver. Mr. Chairman, for your information I should 
say that a similar bill to the substitute amendment offered by the 
Federal Power Commission was before the Senate Committee on 
[Interstate and Foreign Commerce last year and was not reported out. 
Hearings were held before a subcommittee. 

Senator Scorr. Thank you very much. 

Mr. McDonatp. Thank you, gentlemen. 

Mr. Linrweaver. Next we have Mr. Irvin Hoff, representing 
Senators Magnuson and Jackson. 


STATEMENT OF HON. WARREN G. MAGNUSON, A UNITED STATES 
SENATOR FROM THE STATE OF WASHINGTON, AND HON. 
HENRY M. JACKSON, A UNITED STATES SENATOR FROM THE 
STATE OF WASHINGTON, BY IRVIN HOFF, ADMINISTRATIVE 
ASSISTANT TO SENATOR MAGNUSON 


Mr. Horr. Mr. Chairman, Senator Magnuson and Senator Jackson 
both have conflicting engagements this morning and could not be 
here. They asked me to read into the record, if 1 may, a joint state- 
ment from them. 

On March 28 Senator Goldwater introduced S. 1574, the so-called 
headwaters benefits bill. In essence, the bill proposes that the Federal 
Government make payments to non-Federal licensees who, in building 
improvements upstream, may create benefits to downstream plants 
constructed by the Federal Government. 

The bill is identical in intent to S. 3434 of the 83d Congress, intro- 
duced on May 11, 1954, by Senator Bricker. The 1954 version of the 
headwater benefits legislation proposed to amend section 10 (f) of 
the Federal Power Act to accomplish the objective. In consequence, 
that bill was referred to the Committee on Interstate and Foreign 
Commerce, which, under the Reorganization Act, bas jurisdiction 
over the Federal Power Commission and the statutes under which if 
operates. 

S. 1574 was referred to this committee, the Committce on Interior 
and Insular Affairs, because it proposed to transfer to the Secretary 
of the Interior the administration of the headwater benefits problems, 
determinations and payments. 

| call the committee’s attention to the several reports vou have 
received from the departments and agencies who have an interest in 
this legislation. You have reports from the Department of Interior, 
Bureau of Budget, and the Federal Power Commission All of these 
reports recommend that S. 1574 be amended to bring it into con- 
formity with S, 3434 of the 83d Congress. 
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The report of the Federal Power Commission suggests the precise 
language which should be used as a substitute for the present content 
of S. 1574. An examination of the language recommended by the 
Federal Power Commission discloses that the amendment suggested 
is identical, word for word, with S. 3434 which, I remind you again, 
was an amendment to section 10 (f) of the Federal Power Act and in 
the 83d Congress was referred to the Interstate and Foreign Commerce 
Committee. 

Before I get into the merits of the legislation itself, I call the com- 
mittee’s attention to a further fact which may be of substantial im- 
portance, 

Section 10 (f) of the Federal Power Act, as now written, stipulates 
that if a licensee is benefited by headwater improvements constructed 
by another licensee or the United States, and I quote: 

The Commission shall require as a condition of the license, that the licensee 

» benefited shall reimburse the owner of such reservoir or other improvements 
for such part of the annual charges for interest, maintenance, and depreciation 
thereon as the Commission may deem equitable. 

In computing the annual payments under present law therefore, 
the Commission is directed to take into account interest, maintenance 
and depreciation on the headwater improvement. The act states: 

The proportion of such charges to be paid by any licensee shall be determined 
by the Commission. 

In S. 3434 of the 83d Congress and in the identical language the 
Federal Power Commission recommends in its report on S. 1574, 
there is a change in the provision I have just quoted, a change in the 
enumeration of the items which the Commission may take into 
account in determining the payments for headwater benefits. The 

language reads, and I quote: 

The annual charge. hereunder shall be such part of the fixed cost ot the facility 
furnishing the benefit, plus such part of the annual operating and maintenance cost 
of such facility, anuiaan land rental and similar charges, as the Commission 
may deem equitable, 

Thus we see that section 10 (f), as it stands today, authorizes the 
computation of annual charges for interest, maintenance and depre- 
ciation. The new language includes fixed costs of the facility, annual 
operating costs, maintenance cost, land rentals and similar charges. 

There has been no testimony, Mr. Chairman, as to what effect 
this new language would have on the annual payments for headwater 
benefits. The old language says nothing about land rentals and, 
instead of “fixed costs,’’ speaks of interest and depreciation. 

I think this committee and the Congress and all parties at interest 
should know precisely what this new language means and how it 
would affect annual payments by beneficiaries of headwater benefits. 
Let me explain why this may be important and why it should be 
clarified. 

The Federal Power Commission has estimated what the head- 
water benefit payments would be on the Columbia River under certain 
circumstances which will prevail in 1959. It is my understanding 
that these computations were made pursuant to the language now 
contained in section 10 (f). 

Here is a schedule of payments four licensees would make to the 
Federal Government under conditions prevailing in 1959, payments 








HEADWATER BENEFITS 25 


for benefits received from upstream storage constructed by the 
United States: 

Montana Power Co. would pay $220,000. 

Washington Water Power Co. would pay $100,000. 

Puget Sound Power & Light Co. and the Chelan County PUD 
would pay $75,000. 

Pend Oreille County PUD would pay $40,000. 

The total payment to the United States would be $435,000; that is 
an estimated figure. 

Section 10 ‘f) of the Federal Power Act, as it stands today, obligates 
the four licensees I have mentioned to pay these estimated sums. 
Now, if the proposed amendment to section 10 (f) is enacted, the one 
you have under consideration, the Federal Government would be 
required to make payments to these or any other licenses for benefits 
the United States projects may receive from headwater improvements. 

The Commission estimates that the United States would pay 
approximately $300,000, $141,000 to Washington Water Power and 
$159,000 to Montana Power Co. 

Under the present law these two companies are obligated to pay 
$320,000 to the Federal Government. If this amendment is approved, 
the United States would pay back to the companies approximately 
$300,000. The question is whether these computations will be raised 
and, if so, how much, by the language, I have already referred to. 

How much would the payments be increased if you take into 
account the annual operating charges, land rentals, and fixed costs? 

Perhaps, Mr. Chairman, the changes would not be significant. 
Certainly, however, this committee and the Congress ought to know 
before any legislation i is passed. 

In order to understand this legislation more fully, Senator Jackson 
and I addressed a letter to the chairman of the Federal Power Com- 
mission on June 8 in which we asked 20 questions. 

On Friday, June 10, we received from the Commission responses 
to our inquiry. 

I think it would be helpful to the record of these proceedings if our 
letter and the material we obtained were made a part of these hearing gs 
[ submit for the record, Mr. Chairman, a copy of our June 8 letter 
and the response, with the request that the data be inserted imme- 
diately following our remarks. 

A part of the “information the 2 Senators requested, if T may inter 
polate, Mr. Chairman, includes the exact computs i the Fedoral 
Power Commission made in determining the headwater costs end 
payments that the 2 Senators have just mentioned. Both thought 
it would be helpful to have that material in the record as a part of the 
legislative history. 

Mr. Lineweaver. This additional information, is that applied 
under the proposed bill? 

Mr. Horr. It is applied under section 10 (f) as it now stands. 
Neither in the hearings last year nor, to the best of my knowledge, 
the hearings to date is there any legislative history as to how these 
computations were made and, recognizing that members of the Com- 
mission change, it might be helpful to have in the record of these 
hearings the history. 

Mr. Lineweaver. Is it the view of Senator Magnuson and Serietor 
Jackson that the Federal Power Commission should be asked to make 
a new estimate? 
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Mr. Horr. That is right, under this new language that is proposed. 

Mr. Lineweaver. Did you ask him? 

Mr. Horr. No; 1 did not. 

Now I turn to the merits of the bill itself, with the reminder to the 
committee that we are not talking about the text of S. 1574, but 
rather about the amendment which the agencies at interest have 
submitted as a substitute 

Section 10 (f) of the Federal Power Act was approved June 10, 1920. 
It was amended August 26, 1935, but the 1953 amendment did not 
alter the basic principle of the section. 

Thirty-three vears later, in its 33d annual report, the annual report 
for fiscal 1953, the Federal Power Commission first recommended the 
amendment we are now considering 

The new administration took office on January 29, 1953. A new 
Chairman of the Federal Power Commission assumed duties on May 
18, 1953, aud the report proposing that the Federal Government pay 
headwaters benefits was issued January 6, 1954. 

This brief summary of the history of the section and the action of 
the Federal Power Commission is important. For 33 vears the Con- 
gress and the Commission had adhered to the principle that private or 
non-Federal public entities, who receive permission to construct a 
project on a public stream should make payments to the publie for 
any benefits they might receive from an investment upstream by the 
Federal Government. 

Neither the Commission nor the Congress, during that 33 years, 
considered it fair or equitable that the people pay private or non- 
Federal licensees for benefits the United States might receive from 
headwacer improvement. This is understandable because in ery 
cases a private company or a non-Federal public body pays nothing 
or practically nothing, for the use of a public resource. It was con- 
sidered proper, however, that a private company should make pay- 
ments for benefits it might receive from Federal development of 
public resource. 

Proponents of this bill argue that if it is fair for the Federal Govern- 
ment to require payments for benefits it confers upon downstream 
licensees, the converse should likewise be true. I submit, however, 
that the cases are not on all fours. 

The rivers of this Nation are public property, the people own these 
resources. A non-Federal licensee obtains permission through the 
Federal Power Commission to use a public resource. The licensee 
does not own the resource. His project is on the stream or on the 
river by permission of the people, by permission of the owners. 

A license to use a public resource, a license to construct a dam on 
a public stream, is a valuable asset. The license gives a private 
company or the non-Federal public agency an opportunity to develop 
hydroelectric power, to sell that power, and, in the case of a private 
company, to make substantial profits on it. 

[In most cases, the only thing the people get from the use of their 
resource are the benefits they might receive at downstream plants 
from the headwater improvements constructed by such licensee. 

Let me demonstrate with a specific example which I draw from 
my own a of the country. In 1930, the Montana Power Co. 
obtained a license to construct Kerr Dam. As a condition of the 
license, aa leat o the requirements of the Federal Power Act, 
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the company provided 1,100,000 acre-feet of storage in the project. 
It is important to remember that the Federal Power Act stipulates 
that the licensee must submit plans for its project that will get the 
maximum potential from the resource. 

The Federal Power Commission has stated to Senator Jackson and 
me that the 1,100,000 feet of storage was necessary and was required 
from the Montana Power Co. to the end that Kerr Dam would operate 
efficiently, effectively and would obtain the maximum potential from 
the stream. 

Had the company refused to construct a project with this storage 
feature in it, the Federal Power Commission would have refused a 
license, likewise the company itself would not have had the most 
efficient plant from its own self-interest point of view. 

As I said before, the company obtained its license in 1930 and 
constructed a powerplant with 1,100,000 acre-feet of storage behind 
it. At that time there was no Grand Coulee Dam downstream, there 
was no Bonneville Dam, there was no the Dalles Dam, there was 
no MeNary Dam, there was no Chief Joseph Dam downstream. 
Likewise, there was no Albeni Falls and no Hungry Horse Dam 
upstream. 

All these Federal projects I have mentioned were merely gleams 
in the eves of a few farsighted pioneers in the field of public resource 
development. 

At that time the company made its investment, it did so with the 
knowledge that section 10 (f) was on the books. It knew that it 
would have to pay the Federal Government a reasonable charge for 
any benefits that might subsequently be developed through Federal 
investment upstream from the site of Kerr Dam. 

It knew also that it, the Montana Power Co., would not receive 
payments from the Federal Government from any benefits its 1,100,- 
000 acre-feet of storage might subsequently confer upon Federal proj- 
ects that might be built downstream. In other words, the company 
knew what it was doing. 

[It made its investment under conditions and in accordance with 
statutes then prevailing. The company and its stockholders must 
have considered it a “good deal’’; otherwise, Kerr Dam would never 
have been built. 

As events unfolded, it now develops that the company is obligated 
under section 10 (f) to make payments to the Federal Government 
for benefits it receives from upstream storage constructed by the 
people. 

As I said earlier, the Federal Power Commission calculates that 
by 1959 the annual charge to the company will be $220,000. This 
company, and others in like circumstances, now come to the Congress 
requesting a change in rules. I do not blame them, but neither am 
[ convinced that a change in rules is warranted. 

If the rules are changed, the Federal Government will pay to the 
company in 1959 $159,000, on an estimated basis. 

This $159,000 constitutes a windfall to the company. It is a 
vearly payment that was never included in the company’s calculations 
back in 1930. If the payment is authorized through this arnendment, 
it means that the people are giving the company $159,000 a year that 
the company never expected to get at the time it constructed Kerr 
Dam. Ina way, it is like paying rent on your own house. 
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The company is using a public resource. It is making a profit on 
that use. Its million acre-feet of storage will benefit downstream 
plants but those benefits are incidental to the main operation of the 
company’s plant. Those benefits constitute practically the only 
payment the people will receive for the use of their resource. 

In 1951 the Washington Power Co. obtained a license to build 
dam at Cabinet Gorge, received a license to use a public resource at 
that point. The dam was completed in 1952, thus the company 
applied for its license and completed the dam long before the Federal 
Power Commission recommended the change in ground rules we now 
have before us. 

The company made its investment subject to the conditions on 
headwater benefits contained in section 10 (f). The company went 
into the deal with its eves open, it knew it would receive benefits 
from upstream storage constructed by the Federal Government. 
It knew it would have to pay something for those benefits. None- 
theless, the company considered Cabinet Gorge a sound business 
proposition. 

The Federal Power Commission estimates that the Washington 
Water Power Co. will pay in the year 1959 an annual charge of $100,000 
to Uncle Sam. 

If this legislation is enacted the company will receive back from 
Uncle Sam $141,000 as an annual payment in that same year. This, 
too, would become a windfall, which the company could not have 
foreseen at the time it constructed its plant. 

That $141,000 was not included in the company’s calculations. 
It would constitute a payment by the people to the company for 
benefits conferred on downstream Federal plants that are created as 
incidental to the operation at Cabinet Gorge. 

Now, Mr. Chairman, proponents argue that Uncle Sam should 
make payments to upstream licensees in order to be fair to all con- 
sumers. Before we accept this argument in toto, let us examine the 
value of the headwaters benefits, to the two companies I have men- 
tioned, in relation to the payments they will make. 

The release of water from Hungry Horse and Albeni Falls Dams 
will create additional kilowatts at downstream plants owned by the 
Montana Power Co. and Washington Water Power Co. 

According to the figures supplied me by the Federal Power Com- 
mission, 377 million kilowatt-hours will be added to the Montana 
Power Co.’s project and 176 million kilowatt-hours to the Washington 
Water Power Co.’s plants. These kilowatts will cost the 2 companies, 
respectively, 0.58 mill and 0.57 mill per kilowatt-hour, based on the 
$220,000 payment and the $100,000 payment I have already men- 
tioned. Those are cheap kilowatts. 

By way of comparison, let us see what the kilowatts created at 
their own plants cost these companies. 

On this I have two sets of figures: First, the cost per kilowatt-hour 
to the companies in terms of the value of the dollar at the time they 
made their investment, and, second, the cost per kilowatt in terms of 
the 1955 dollar. 

The cost per kilowatt-hour at Kerr Dam, in terms of the 1930 dollar, 
is 2.11 mills and, in terms of 1955 dollars, 3.57 mills. The cost of the 
new kilowatts that will be added by the Federal upstream improve- 
ments, you will remember, was 0.58 mill. Thus the original cost to 
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the company was approximately 350 percent more than the added 
kilowatts will cost. In terms of 1955 dollars, the original cost of 
kilowatts to the company would be approximately 600 percent more 

The company sells its power at about 8.2 mills per kilowatt-hou 
This is 1,500 percent more than the new kilowatts will cost the com- 
pany at site, 

For the Washington Water Power Co., the kilowatts added by the 
headwaters improvements will cost 0.57 mills per kilowatt-hour, based 
on $100,000 payment, estimated as the annual charge in 1959 

The cost per kilowatt-hour of energy created by the company’s own 
investment in terms of 1951 dollars is 5.92 mills. The cost adjusted to 
1955 dollars would be 6.33 mills. 

Thus the kilowatts created by the company’s own investment are 
approximately 1,000 percent higher than the cost of them of the added 
kilowatts, in terms of 1951 dollars, and about 1,100 percent higher in 
terms of 1955 dollars. 

The company sells its power for approximately 9 mills, which is 
about 1,600 percent more than the new kilowatts will cost. 

I mention these figures, Mr. Chairman, to indicate that the two com- 
panies and their customers will benefit substantially from the head 
water improvement, even though collectively they make annual pay 
ments of $320,000. The companies and their customers will benefit 
substantially without any change in the ground rules. 

Obviously they will benefit more if the ground rules were changed to 
require $300,000 payment to them from Uncle Sam. The new kilo- 
watts they are getting, however, are costing them far, far less than 
would be the case if they had to install new capacity starting from 
scratch. 

There is another aspect I want to discuss under this general heading 
of “Treating the Customers Alike.” 

[t is obvious from the figures I have just cited that the two com- 
panies will make ample profits on the sale of the power created from 
Uncle Sam’s headwater improvements. It is obvious, too, that the 
company could sell these new kilowatts for far less than they are 
charging for those they develop at their own plants, and still make : 
profit. 

Now, let us assume that this bill were enacted and Uncle Sam 
makes to these companies an annual payment of $300,000. What 
would happen to the $300,000? Would that be passed on to the 
consumer in terms of lower rates, or would it go to the stockholders, 
or would it be utilized to improve the service the companies are 
rendering? 

My guess is that it would go to the stockholders, at least until such 
time as the public service commissions of the three States involved 
might have an opportunity to consider this additional income in a 
rate case. 

It is possible, of course, that the public service commission might 
deny an application for an increase of rates after taking into considera- 
tion this additional income. I doubt very much, however, that either 
the Montana, the Washington, or the Idaho Public Service Commis- 
sion would require the company to reduce their rates sufficiently to 
pass this windfall on to the customers 

In summary S. 1574, as introduced, does not have the support of 
the departments and agencies at interest. They have recommended 
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? the language of S. 3434 of the 83d Congress be substituted, 

3434 was referred to the Interstate and Foreign Commerce Com- 
mite e because it amends section 10 (f) of the Federal Power Act. 

In my judgment, there is little or no substance to the argument 
that the people should be required to pay for headwater benefits, 
merely because the present act requires that non-Federal licensees 
make annual payments to the people for headwater benefits created 
by Federal investments. 

It is the people’s resource that constitutes the basic asset. It is 
the use of the people’s resource that provides the opportunity for 
profit. You do not pay rent on your own house. 

The kilowatts created at the plants of non-Federal licensees in the 
Columbia River system will cost less than 0.6 mills per kilowatt-hour. 
The kilowatts created at the 2 privately owned plants I have mentioned 
cost from 350 to 1,000 percent more than those created by Federal 
headwaters improvements. This difference constitutes a substantial 
contribution to the licensees involved and to their customers. 

An additional contribution to them of $300,000 per year is a wind- 
fall that they did not expect at the time they made their investment. 
It is improbable that that windfall would be passed on to the customers 
in terms of lower rates. 

Mr. Chairman, I have used examples from the Pacific Northwest 
to illustrate the point, but I think the weight of my argument applies 
countrywide. 

Senator Scorr. Thank you very much. 

Mr. Horr. Thank you, gentlemen. 

(The information previously referred to follows:) 

JUNE 8, 1955. 
te Headwaters Benefits Bill (S. 1574) (S. 3434, 83d Cong.) 
Mr. JERoME K. KuykKENDALL, 


Chairman, Federal Power Commission, 
Washington, D. C. 


Dear Mr. CHarrmMan: We are seeking some additional information relative 
to the so-called headquarters benefits bill. It appears likely, as of this writing, 
that further hearings will be held on S. 1574 early next week. In consequence 
we will deeply appreciate your getting to us the information requested herein 
by Friday afternoon of this week—either on a formal or informal basis. 

\t our request the General Counsel of the Commission, Mr. Gatchell, was 
good enough to come up to the office to discuss 8. 1574 with members of the 
staff. He left with us certain data which we would like to recount as a basis 
for making this additional request readily understandable. 

Mr. Gatchell stated that as of 1959, when most of the Federal dams now 
inder construction on the Columbia will be completed, the following annual 
charges against licensees for benefits from Federal headwater improvements 
will be assessable: 


From Montana Power Co- : a _ $220, 000 
From Washington Water Power Co _... 100,000 
From Puget Sound Power & Light Co. and Chelan C ounty el 75, 000 
From Pend Oreille County PUD : ; 40, 000 





Total_ __ , -. 435, 000 


In addition Mr. Gatchell stated that during this same year (1959)—if S. 1574 
1 similar legislation were enacted, the average annual charges to be paid by the 
Federal Government would approximate $300,000 to the licensees above 
1entioned. 

With these facts before you, we come to the additional information we feel we 
need to understand fully the implications of the headwaters benefits bill. 
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We would like the following information for each of the licensees in the above 
schedule: Montana Power Co., Washington Water Power Co., Puget Sound 
Power & Light Co., and Chelan County PUD, and Pend Oreille County PUD: 

1. On what date was license issued? 

2. On what date was the dam completed? 

What was the total cost of the project? 
What would the total cost have been in 1955 dollars? 
. What was the installed capacity? 

6. How many generators and of what size went into each of the dams? 

7. How much firm power is generated? How much secondary or peaking 
power? 

8. Approximately what was the capital cost in 1955 dollars per kilowatt from 
installed capacity? 

9, Approximately what is the average rate per kilowatt-year received by these 
licensees for sale of power on a kilowatt-year basis and on a kilowatt-hour basis? 

10. How many additional kilowatts will the Federal headwater improvements 
produce at the dam or dams of each of the licensees above mentioned? 

11. What will be the cost to the licensee of these kilowatts, assuming annual 
charges listed earlier? 

12. How does the cost of the additional kilowatts produced by Federal head- 
water benefits compare with the original cost of kilowatts produced at the dams 
for each of the licensees? (Give us this figure, both in terms of the dollars pre- 
vailing at the time the dam was constructed and in terms of 1955 dollars.) 

13. What Federal dams downstream had been completed or were under con- 
struction at the time each of the licensees obtained its license? 

14. What Federal dams upstream, with storage capacity, were completed or 
under construction at the time each licensee obtained its license? 

15. How much storage capacity, if anv, did the Federal Power Commission 
require the licensee to install at its dam or dams? 

16. Was this stcrage capacity required by the Federal Power Commission of 
the licensee in order to get the maximum out of this site and for the efficient 
operation of the licensee’s own at site powerplant? 

17. Would you supply us with the computations you made in determining the 
downstream benefits that would accrue to each of the licensees from the storage 
at Hungry Horse and Albeni Falls? (We want to see the actual interest, deprecia- 
tion and reservoir maintenance costs you used as the basis for determining the 
annual charge each licensee was to make and we want to know what portion these 
costs are of the total cost of Albeni Falls and Hungry Horse.) 

18. How much of the $300,000 annual charges against the United States for 
benefits for headwater improvements would be paid to Washington Water Power 
Co.? How much to Montana Power & Light? 

19. In which of its annual reports did the Commission first recommend that 
section 10F of the act be amended to provide for payment by the United States 
for benefits received from headwater improvements? Who was chairman at the 
time? 

20. Will you list for us each subsequent annual report of the Commission con- 
taining this reeommendation and who was chairman in each case? 

As we said earlier, hearings will probably be reopened on 8. 1574 by the middle 
of next week at the latest. We therefore need the above information by Friday 
if possible, in order that we may analyze the data and work them into our testi- 
mony as judgment dictates. 

Thanks and kindest personal regards. 

Sincerely, 
WarRrREN: G. MAGNusoN, 
United States Senator. 
Henry M. Jackson, 
United States Senator. 
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FEDERAL POWER COMMISSION, 
Washington 25, June 10, 1955. 


Re Headwater Benefit Bill (S_ 1574, 84th Cong.) (S. 3434, 83d Cong.) 


Hon. WARREN G. MAGNUSON, 
Hon. Henry M. JACKSON, 
United States Senate, 
Washington 25, D. C. 

DraR SENATORS MAGNUSON AND JACKSON: I am inclosing herewith 7 attach- 
ments containing data and information in answer to the 20 questions contained 
in vour letter of June 8, 1955, concerning the so-called headwater benefit bills 
designated above. 

The amounts ($435,000 and $300,000) previously furnished to you by Mr. 
Gatchell and mentioned in your letter are necessarily based on preliminary data, 
studies, and estimates. These amounts will be subject to change, either up or 
down, after further study and investigation is made, based upon actual operations 
over a period of time of all the projects involved, some of which are not now in 
operation. 

The data supplied in answer to questions 10 through 12, as well as 17 and 18, 
are likewise of a preliminary nature subject to change upon further study after all 
the projects are completed. 

The attachments have of necessity been assembled rather hurriedly but we have 
attempted to answer fully the questions presented. However, should you find 
that additional information is needed, we will be glad to furnish it to vou. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 
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REPLIES TO QUESTIONS 13 AND 14 IN LETTER OF SENATORS MAGNUSON ANI 
JACKSON, DaTED JUNE 8, 1955 


No. 13. Downstream Federal dams completed or under construction at time 

license was issued, 

Kerr: None. 

Thompson Falls: Albeni Falls, Grand Coulee, Chief Joseph, McNary, and 
Bonneville. 

Cabinet Gorge: Albeni Falls, Grand Coulee, Chief Joseph, MeNary, and 
Bonneville. 

30x Canyon: Grand Coulee, Chief Joseph, McNary, and Bonneville. 

Rock Island: None. 
No. 14. Upstream Federal Dams (with storage capacity) completed or under 

construction at time license was issued. 

Kerr: None. 

Thompson Falls: Hungry Horse. 

Cabinet Gorge: Hungry Horse. 

Box Canyon: Hungry Horse and Albeni Falls. 

Rock Island: None. 


Replies TO QuEsTIONS 15 AND 16 1N LuetTER oF SENATORS MAGNUSON AND 
JACKSON, DatEp 6/8/55 


No. 15. Storage capacity which the Federal Power Commission required the 
licensee to install at its dams. 
The licenses require storage capacities as follows: 


Acre-feet 
Kerr (Project No. 5) _- 1, 100, 000 
Lake Chelan (Project No. 637)___--- 676, 000 


Others have essentially pondage only. 
No. 16. Was above storage required to get maximum out of sites and for the 
efficient operation of licensee’s own plants. Yes. 


No. 17. See atiached study dated November 5, 1954, and in particular (1 
ages 18 and 14 for interest, maintenance, and depreciation costs for Hungry 
Horse, Albeni Falls, and Grand Coulee Reservoirs; (2) pages 17 and 18 for down- 
stream benefits received and headwater benefits costs assessed resulting fron 
headwater benefits received from Hungry Horse, Albeni Falls, and Grand Coules 
Reservoirs; and (3) page 22 (last page) for a summary of headwater benefits cost 


San Francisco REGIONAL Orrice, FepERAL PowrerR Commisston HEADWAT®R 
3ENEFIT STUDY IN THE MATTER OF DockrEt E-6384 


ENERGY METHOD 

Résumé of method 

In this method of anportioning the annual costs of headwater improvements 
providing benefits to downstream plants, Js, the at site percent of total annual 
cost is obtained by taking the total annual energy at site (12 months) less the 
energy gt site from upstream storage releases in the storage control period, and 
dividing by this same difference, plus the energy at all downstream plants due to 
the storage releases at the upstream storage project in the storage control period 
Jp, the downstream percent of the total annual cost is distributed to the dow: 
stream plants on the basis of the energy produced at the downstream plants from 
the storage releases at the upstream storage project during the storage control] 
period. 

In terms of nomenclature being used by the task force, Js and Jp are expressed 
as follows: 

es (Es— Esgv) 

” (Es Esv) t Esp 
Jp=J—Js 


Es is the total “at site’? energy at a storage project plant from natural flow 
and from storage releases at site and upstream during the year (12 months). 
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Esy is the “at site’ energy at a storage project plant from upstream storage 
releases during the storage control period. 

Ep is the energy at all downstream plants from storage releases at an upstream 
storage project during the storage control period. 


Details of method 

In this method the apportionment of the Federal Power Act section 10 (f) annual 
costs of storage is based on energy, without any specific allocation to capacity at 
site. The hydroelectric energy figures used are taken from studies by the Bonne- 
ville Power Administration furnished to the task force on headwater benefits with 
Mr. Steven’s letters of December 15 and 30, 1953, and a subsequent modification 
affecting the Spokane River plants furnished with Mr. Steven’s letter of January 
27, 1954. The energy studies supplied by Bonneville Power Administration in- 
clude a dry, a median, and a wet year. Long-term averages were computed for 
this study on the basis of a 47-year period of stream-flow measurements having 
12 dry, 25 median, and 10 wet years, and are given in table 1. 

The average energy at the storage sites includes energy from natural flow for 
a 12-month period and from stored water for the storage control period. At 
downstream run-of-river plants the energy produced by storage releases from each 
upstream reservoir is shown separately, and is for the storage control period only. 

To avoid a double charge at storage reservoirs which derive energy from natural 
flow, from at site stored water, and from upstream stored water it was considered 
necessary to deduct the energy from upstream stored water before making the 
cost apportionment. This deduction is made in table 4, column 3. Tne remain- 
ing energy at site and at downstream plants, table 4, column 4, establishes the 
basis for prorating the annual cost of the storage reservoir. Two studies are 
presented, one for 1954—55 system conditions and one for 1958-59 system condi- 
tions and the results may be averaged to obtain estimated yearly payments for 
the period 1955-59. 

The capital costs used for Grand Coulee, Hungry Horse, and Albeni Falls are 
shown in table 2. These Federal costs are based on data supplied by the Army 
and Bureau of Reclamation and on decisions made by the task force on headwater 
benefits. Costs for the privately owned plants are based on data supplied by 
the companies for costs included in accounts 320 and 322. Members of the task 
force have pointed out that these accounts do not include access roads, general 
purpose facilities, or facilities for visitors, and these items have been eliminated, 
as far as possible, from the costs of Federal projects. It is realized of course, 
that these costs are not final and will have to be revised, and agreed upon later. 

Annual cosis of storage reservoirs are computed on the following assumptions: 

(1) Interest rates are 6 percent for private projects and 2.5 percent for 
Federal projects. 

(2) Life of projects for computing depreciation, will not be over 100 years. 

(3) Depreciation is computed on a sinking-fund basis. 

Maintenance costs are estimated by the operating agencies and are shown in 
tables 2 and 3. 

Total annual costs under section 10 (f) of the Federal Power Act (interest, 
depreciation, and maintenance) are shown in table 3, at line 7. Line 8 of this 
table includes the annual payment made by Montana Power Co. to an Indian 
tribe for use of reservoir lands flooded by Flathead Lake. It also includes certain 
annual costs at Coeur d’Alene Lake which are incurred by the Washington Water 
Power Co., largely for crop damage and drainage. Line 9 gives the total annual 
costs including ‘‘other’’ costs in line 8. Both interested companies claim that 
these other costs are proper charges under section 10 (f) of the Federal Power Act, 
however the present position of our Washington office is that these costs should 
not be included in the annual costs. 

The apportionment of the annual costs in accordance with the column 4 energy 
figures of table 4 is given in that table at columns 5 and 5a. Computations for 
Coeur d’Alene and Flathead are given with and without ‘‘other’ costs (cols. 5a 
and 5 respectively). Tables 5 and 6 summarize these costs. Inspection of table 
6 shows that the “other’’ costs at non-Federal plants do not affect the estimated 
gross payment to the Federal Government. The average payment to the Federal 
Government over the 5-year period January 1, 1955, through December 31, 1959, 
is estimated at $456,584, say $457,000, from table 6. 
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TABLE 1.—ENERGY PRODUCED FROM StToraGE RESERVOIRS 


Preliminary study (1954-55 conditions) 
HUNGRY HORSE 


[Megawatt-months 
Actual 


Median Wet Dry Median 


(3 ( (5 6 


Hungry Horse 1, 063 7 565. 4 
Kert IS 1. f 361 227 ‘ 192. 0 
lhompson Falls { 64 34.0 
Cabinet Gorge f 191 ; 3 101.6 
Albeni Falls 0 0 
Box Canyon 51. 27 14.4 
Grand Coulee 4 668 355 
Chief Joseph 

Rock Island 8. 86 

MeNary 27 0 

The Dalles 

Bonneville 7 f 114 7 


Total , 427 2, 574 2, 429 
FLATHEAD LAKE 


Hungry Horse 

Kerr 

Thompson Falls 

Cabinet Gorge 

Albeni Falls 

Box Canyon 

Grand Coulee 

Chief Joseph 

Rock Island : | 
MeNary | 4 
Che Dalles 

Bonneville 


| 
cid ; e | 
Total ‘ . D. ¢ 


Albeni Falls__-- 0 
Box Canyon_. 0 
Grand Coulee. 35 7 25 
Chief Joseph 

Rock Island f ; 0 
MeNary.-. 0 
The Dalles 

Bonneville { l 


Total 


ALBENI FALLS 


Albeni Falls_... 
Box Canyon 
Grand Coulee 
Chief Joseph 
Rock Island 
MeNary. 

rhe Dalles 
Bonneville. -. 


Total 
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Preliminary study (1954-55 conditions)—Continued 
COEUR D’ ALENE 


[Megawatt-months] 


Actual Weighted 





Dry Median Je | Dry 
| 


| 
| 
| 
| 


Median | Vet | Averag 


)» | © | @ 


Post Falls 
Upper Falls 
Monroe St 
Nine Mile 
Long Lake 
Little Falls 
Grand Coulee. 
Chief Joseph 
Rock Island. 
McNary 
The Dalles 
Bonneville 


fF 
» 


> 


CO we RO He bO O 


COoWwne 


to 
a] 


Total 
LONG LAKE 


Post Falls 
Upper Falls 
Monroe St 
Nine Mile 
Long Lake 
Little Falls 
Grand Coulee 
Chief Joseph 
Rock Island 
McNary 
The Dalles 
Bonneville 


Total 
GRAND COULEE 


Grand Coulee. ee ‘ 19, 005 21,071 25, 667 , 852. 11,207.9 | 5,461. , 521 
Chief Joseph | : | budcedhinn 

Rock Island__-. a“ 315 234 | | 124.5 | 0 204. 9 
Chelan_. | i soll cuiertindt i ibaiek de 
MeNary 273 59. 7 0 | Os 69. 7 
The Dalles ‘ on . Bo ie ate cnadul ecient 
Bonneville 25 —§ , 133. 5 | -, 238. 0 


Total hinice kandi, A 21, 556 5, 107.4 | 11, 465.9 | 
! 


5, 460 22, 034. 1 


CHELAN LAKE 





Grand Coulee. 
Chief Joseph 
Rock Island 
Chelan. 
MeNary 

The Dalles_-_-_- 
Bonneville 





Total 





Hungry Horse 
Kert 

Thompson Falls 
Cabinet Gorge 
Albeni Falls_._- 
Box Canyon 
Grand Coulee 
Chief Joseph 
Rock Island 
McNary 

lhe Dalles 
Bonnesville 


Total 


Hungry Horse. 
Kerr 

Thompson Falls 
Cabinet Gorge 
Albeni Falls 
Box Canyon__.. 
Grand Coulee 
Chief Joseph 
Rock Island 
McNary 

rhe Dalles. 
Bonneville 


Total 


Albeni Falls_- 
Box Canyon 
‘rT and Coulee 
Chief Joseph 
Rock Island 
MeNary 

Che Dalles 
Bonneville 


Total. 


Albeni Falls 
Box Canyon... 
Grand Coulee_. 
Chief Joseph 
Rock Island 
MeNary..- 
The Dalles 
Bonneville 


Total... 


HEADWATER BENEFITS 


Preliminary study (1958-59 conditions) 


HUNGRY HORSE 


{[Megawatt-months] 


Actual 


Median Dry 


(3 (5 


1, 063 
OO 
Ys 
192 
18 

73 

650 


,Q— 
ods 


R4 
165 
0 
102 


3, 142 


PRIEST 


Weighted 


Median Wet 


A verage 


~ 
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Preliminary study (1958-59 conditions) —Continued 
COEUR D’ALENE LAKE 


Megawatt-months] 
Actual Weighted 


Median 3 J Median Wet 


Post Fall 
Upper Falls 
onroe St 

Nine Milk 
Long Lake 
Little Fall 
Grand Coulee 
Chief Joseph 
Rock Island 
McNary -- 
The Dalles 
Bonnevilk 


= Ro 
moOowrm earn ens 


Total 


LONG LAKE 


Post Falls 
pper Falls 
Monroe St 
Nine Mile 
Long Lake 
Little Falls 
Grand Coulee 
Chief Joseph 
Rock Island 
MeNary 
The Dalles 
Bonneville 


“~ 


— to 


rbhotoh 


ow 


‘ 
1 
8 
1 ) 
8 
8 


oc 


Total 5 | 690 784 


to 


GRAND COULEE 


Grand Coulee . ! 20, 602 25, 4, 709. £ 10, 958 
Chief Joseph ; f 1,041 2: 271. 553. 
Rock Island__. 249 ; 80. 4 132. 
Chelan 

MeNary 508 133 270. 
The Dalles é 0 88. 6 0 
Bonne vill 3 209 84.5 159 


Total a. 22, 699 25, 653 hi 12, 073.7 
CHELAN LAKE 


Grand Coulee 
Chief Joseph 
Rock Island 
Chelan 
McNary 
The Dalles 
Bonneville 


696 
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TABLE 2 


Grand Coulee project (1954-55 Capital and maintenance costs 


eservolr for use in prelim nary st id es by las} force or headwats he net 


of docket No. E-6384 


Capital costs 

1. Land and land rights $3, 790, 000 

2. Relocation of existing property 10, 110, 000 

3. Structures and improvements 000 
Clearing lands ; 691, 000 
Reservoirs 064, 000 
Dams 938, 000 
Waterways-river channel $8, 058, 000 
Miscellaneous equipment 000 


Subtotal 3, 000 , 555, &. O58, OOO 
Construction cost of general plant 18. 870. 000 


Total construction cost ; 000 555, 000 26, 928. 000 
Less flood contro] and navigation 
cation 5. 000 O00 169, 000 


Remainder to be allocated 3 000 000 26, 759. 000 


Power allocation at 56 percent 3 000 326, 000 14. 985. 000 
Interest during construction 
(a) Grand Coulee Dam and Reser- 
vor ) OOO 
h) General plant 
16 Total power allocation 5 15. 072. 000 
Maintenance costs.‘ 


Source: U.S. Bureau of Reclamation letters of Dec. 23 and 14, 1953 (by James K. Cummin 


Assumes all cost to complete is chargeable to this item. 
Assumes no interest during construction on waterways-river channel 
Allocation of maintenance costs in proportion to construction costs (line 11 


Construction 
cost 


1. Total $159, 415, 000 
2. Flood control and navigation 1, 000, 000 
3. Power (sum of cols. 2 and 3, line 16) 79, 653, 000 
4. Other (by subtraction) 78. 762, 000 


(MK) 


OOO 


», OOO 


O00 


OOo 


Oo 
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TaBLE 2—Continued 


Grand Coulee project 1958-59) Capital and maintenance costs! of dan 
and reservoir for use in preliminary studies by task force on headwater benefits v? 
matter of Docket No. E-6384 


ar nd rese r costs . 
Dam and reservoir cost Costs desig- 


nated as 
“Other” by 
task force 


Total cost 
Depreciable | Nondepreci- 
cost able cost 


(2 (3) (4) 


Capital cost 
1. Land and land rights $3, 790, 000 $3, 790, 000 
Relocation of existing property 110, 000 10, 110, 00 
3. Structures and improvements $4, 4, 691, 000 
. Clearing lands 3, 691, 000 3, 691, 000 
Reservoirs 964, 000 964, 000 
Dams 000 108, 938, 000 
. Waterways-river channel 2 $8, 078, 000 2 8, 078, 006 
Miscellaneous equipment 000 | 303, 000 
Subtotal 3, 000 18, 555, 000 8, 078, 000 140, 565, 000 
Construction cost of general plant 19, 573, 000 19, 573, 004 


Total construction cost- 3, 932, 000 18, 555, 000 160, 138, 000 
Less flood control and navigation 
illocation , 000 116, 000 173, 000 1, 000, 000 


27, 478, 000 159, 138, 000 
Power allocation at 56 percent 33, 404, 000 10, 326,000 | 15, 387, 000 89, 117, 000 
5. Interest during construction | 
(a) Grand Coulee Dam and Reser- 
voir 5, 096, 000 830, 000 (8) 5, 926, 004 
(b) General plant. 87, 000 87, 000 


Remainder to be allocated 3, 221, 000 18, 439, 000 


16. Total power allocation 38, 500, 000 11, 156,000 | 15, 474, 000 | 95, 130, 000 
Maintenance costs 4 ; ; .| 


Source: U.S. Bureau of Reclamation letters of Dec. 23, 1953 and Dec. 14, 1953 (by James K. Cummings). 
2 Assumes all cost-to-complete is charageable to this item. 

Assumes no interest during construction on waterways-river channel. 
4 Allocation of maintenance costs in proportion to construction costs (line 11): 


| 
Construction Maintenance 
costs | costs 


I 
| 


1. Total oak eats ala | $160, 138, 000 

2. Flood contro] and navigation ‘ shiek 1, 000, 000 2, 061 
3. Power of (sum of cols. 2 and 3, line 16)__. ‘ sad : 79, 656, 000 | 164, 149 
4. Other (by subtraction) ; ~~ 5 eA 79, 482, 000 | 163, 790 


$330, 000 
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TABLE 


\lbent Falls project- 


No. E-6384 


Capital costs: 

1. Reservoir clearing 

2. Land and land rights 
Protection and restoration of existing 

facilities 

Housing and service structures 
Public use facilities 
Dam and spillway ‘ 

7. Spillway gates and crane 
Log passage facilities _ _- 


9. Total. __.- 
10. Joint cost per Col. J. U. 
letter of Nov. 27, 1953 
Maintenance costs: Power storage 


Moorhead’s | 


Source: U. 
J. U. Moorhead). 
In proportion to amounts on line 9, 


Col 


9 


~ 


Continued 


Dam and reservoir costs 


Depreciabl 


cost 


9 


2) 


$3, 915, 883 
1, 850, 895 
63, 703 

5, 830, 481 


2 6, 362, 319 


S. Corps of Engineers letters of Jan. 20, 1953, and Nov. 27, 


3 Includes $380,000 in interest during construction. 
4 See Col. J. U. Moorhead ’s letter, Corps of Engineers, dated Nov. 27, 1953, and teletype by division engi- 


neer, Corps of Engineers, dated Dec. 2, 1953. 


Nondepreci 


ible cost 


3) 


$848, 500 
2, 974, 000 


1, 059, 952 


4, 882, 452 


2 5, 327, 814 


1953 


Capital and maintenance costs! of dam and reservoir for use 
in preliminary studies by task force on headwater benefits in matter 


Docket 


oj 


Costs de 

nated as 
‘Other’ by 
task fores 


Total 


4) 


$848, 500 
2, 974, 000 


1, 059, 
61, 
38, 

3, 915 

1, 850 
63. 


952 


$61, 759 
38, 924 


759 
924 
883 
895 
, 703 


100, 683 


| 


10, 813, 616 


O00 
000 


2 109, 867 | 311, 800, 


440 


(by Col. L. W. Correll and 


Hungry Horse Project—Capital and maintenance costs! of dam and reservoir for 
use in preliminary studies by task force on headwater benefits in matter of docket 


No. E-8384 


item 


Capital costs: 
1. Water and water rights 
. Relocation of F. 8. facilities_._. 
3. Seismograph station 
. Reservoir clearing 
Reservoir log boom 
Dam 
. Aecess highway 


; Total 
. Hungry Horse village 
. General Service facilities 


11. Total 
12. Plus interest during construction 
13. Less flood control allocation 
14. Total 
Maintenance costs: 
Estimated amount for year 1959 
s J? 57,217,463) 
Power storage ;——~ =" > X17, 000- 
|* 75,799,387 ( 
5 18,581,924 


Flood control 
|* 75,799,387 | 


17,000... 


Source: U.S. Bureau of Reclamation letters of Dec, 23, 1953, and Dec. 14, 


In proportion to totals above (line 11). 
$46,842,300+-$10,375, 163 = $57,217,463. 

* $59,124,447+-$13,095,533+ $2,930 ,342+- $649,045 
$15,212,489-+ $3,369,435 — $18,581,924. 


=$ 


Dam and reservoir costs 


Depreciable 
cost 


(2) 


$8, 369 
36, 000 
59, 080, 078 


59, 124, 447 


59, 124, 447 


2 2, 930, 342 | 


215, 


212, 489 


46, 842, 300 


75,799 387 


Nondepreci- 


able cost 


(3) 


$10, 155 
, 787, 000 


, 298, 398 


3, 095, 553 


13, 095, 553 
2 649, 045 
2 3, 369, 435 


10, 375, 163 


1953 


Costs desig- | 
nated as 
“Other” by 
task force 


Total costs 


(4) 


$10, 155 

4, 787, 000 

&, 369 

8, 208, 308 

36, 000 

59, O80, O78 

$1, 217, 000 1, 217, 000 


1, 217, 000 
2, 107, 000 | 
901, 000 


437, 000 
107, 000 
901, 000 


79 
40, 
9 


225, 000 
2 209, 401 
2 1, 087, 076 


, 445, 000 
3, 788, 788 
669, 000 


TRA 


7, 325 5 j 


(by James K, Cummings 
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Inte re st, ma 


reservowrs 


ntenance, and depreciation costs 
1954-55 and 1958 


Columbia Basin storage 
59 conditions 


) 


4 


- “Other”’ 


in preliminary studies by 


Interé 
Annual inter 

Depreciation r 
Annual de 


M 


iy Sinking fur 
preciation 


Annual costs for 


$+-5+6) without “* 


innual cost 


Annual cost 


cluding ** Ot 


Capital cost of power stor- Dollars 
ue 
(a) Depreciable items d 
Nondepreciabls do 
items. 
Interest rate 
Annual interest 
Depreciation rate, 
sinking fund 
Annual depreciation 
4Xline la). 
Maintenance 


} 
(0 


Percent 
Dollars 
100-year Percent 


(line | Dollars 


do 


Annual costs for dis- 
tribution (line 34 
5+6 without 
“Other” 

annual costs 


costs 


Annual costs for dis 
tribution, includ- 
ing ‘“Other’”’ 


costs 


1 See table 2 
2 Mr. A. B. Martin’s letter of Feb 
8 Mr, M. L. Blair’s letter of Dec 

4 Based on 25-year life 

6 Annual payment to Indian tribes 


6 Additional costs such as drainage, crop ¢ 


task force or 


lar 


lal 


‘oeur 


lene 


, 417, 534 


470, 134 
977, 400 
6. 00 

86, 852 
0. 017736 


8&3 


nages, etc. 


Hungry 


Hors¢ 


34 095, 341 


2, 631, 287 


1, 464, 054 
6. 00 
720 
0. 017736 
467 


14, 000 


260), 187 


Flathead 
Lake 


2 4, 374, 815 
3, 609, 420 
765, 395 
6.00 

262, 489 
017736 

40 
4, 400 


529 


267, 
§ 175, 000 


442, 529 


79, 653 


MOO 


68, 497, 000 
11, 156, 000 


2. 50 


2. { 
1, 991, 325 
Q. 231188 


158, 357 


175, 880 


headwater benefits in matter of Docket No 


Priest 
Lake 


109, 568 
109, 568 
0 

6. 00 


574 


1958-59 


(10) 


79, 656, 000 


68, 500, 000 
11, 156, 000 


2. 50 
1, 991, 400 
Q. 231188 


158, 364 


164, 149 


2, 313, 913 


2, 313, 913 


F-6384 


Alben 
Falls 


14, 709 
40, OOK 


346, 962 


Chelan 
Lak« 


(11 


3 3, 656, 568 


805 
2, 851, 561 


6. 00 
219, 394 
0. 017736 


143 
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TABLe 4.—ENERGY AND HeADWATER BENEFIT PayMENT AFTeR ALLOWANCE FOR 
G*YNERATION AT STORAGS Sires FroM Upstream SrToracu 


Hydroplants 


Hungry Horse 
Ker! 


Chompson Falls_. 


Cabinet Gorge 
Albeni Falls 
Box Canyon 
Grand Coulee 
Chief Joseph 
Rock Island 
McNary 

rhe Dalles 
Bonneville 


Total 


Hungry Horse... 


Kerr 
Thompson Falls 
Cabinet Gorge 
Albeni Falls 
Box Canyon 
Grand Coulee 
Chief Joseph 
Rock Island 
McNary 

The Dalles 
Bonneville 


Total 


Albeni Falls_- 
Box Canyon 
Grand Coulee 
Chief Joseph 
Rock Island 
McNary 

he Dalles 
Bonneville 


Total 


Albeni Falls 
Box Canyon 
Grand Coulee 
Chief Joseph 
Rock Island 
McNary 

The Dalles 
Bonneville 


Total_. 


Preliminary study (1954-56 conditions) 


HUNGRY HORSE RESERVOIR 


Energy at 
Storage Site 
from United 


States 


Energy for 
head water Headwater 
benefit benefit 


pavil it 
storage peyme! 


Megawatt- Megawatt VMegawatt 
months months months rs 
1,310.3 1, 310. 3 74, 099 
401.5 401. 5 0}, 556 


63.7 4. 7 771 


13> 
ai “3 ¢ 3¥0 


07 5 97. 5 , 148 


=o7 ‘ 99 
(ad 


89.5 
32. 


"125 


3, O15. 


FLATHEAD LAKE RESERVOIR 


274, 280 
10, O11 
30, 5R9 


3, 214 
96, $29 


8, 786 
2, 844 


401.5 


PRIEST LAKE RESERVOIR 


ALBENI FALLS RESERVOIR 


67.0 
0.0 


424.4 


630.0 


Including annual payment to Indian Tribes. 





2<can 


322 


I 
Lii 
(ir 
C 
I 


HEADWATER 


ENERGY AND HwapwaTorR B 


RATION AT STORAG) SITUS 


Preliminary study (1954 


ROM 


19 condilions) 


BENEFITS 


AFTER ALLOWANC" 
UpsrrRaM SroraGci—Continued 


NoFIT PAYMSN1T FOR 


Continued 


COEUR D’ALENE RESERVOIR 


LAKE 


GRAND COULE 


CHELAN LAKE 


ead water Head water 
benefit benefit 


VUegawatt- 
months 
101 


&, 910 
25, 245 
10, 653 
40, 159 


4,843 
1, 162 


RESERVOIR 


RESERVOIR 


19, 814. 5 


RESERVOIR 
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Preliminary study (1958-59 conditions 


HUNGRY HORSE RESERVOIR 


Energy at 


t 


rage Site 


Hydro plants Average from United 


\Vleqawatt 

months 
Hungry Horse 1,310.3 
Kerr... 112 
Thompson Falls 104.3 
Cabinet Gorge 241 
Albeni Falls 2 
Box Canyon 73. 0 
Grand Coulee 714. § 
Chief Joseph 353. ¢ 
Rock Island SS 
MeNary 5 
Che Dalles 


Bonnevill 


Total 
FLATHEAD LAKE RESERVOIR 


Hungry Horse 


lhompson Falls 

I Gorge 
\Ibeni Falls 

x Canyon 
rand Coulec 

ief Joseph 

k Island 
tcNary 
he Dalles 
Bonneville 


Total 
PRIEST LAKE RESERVOIR 


Albeni Falls 
Box Canyon 


ALBENI FALLS RESERVOIR 


Albeni Falls 

Box Canyon 
Grand Coulee 
Chief Joseph 
Roek Island 

Mi \ iry 

Che Dalles 


Bonneville 


Total 


ry annual payment te 
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Preli minar / study ( 1958. 59 conditions) - Continued 


COEUR D'ALENE LAKE RESERVOIR 


Energy at 

Storage sit« 

from United 
States 


y 
ize 


Energy for 

head water Head water Head wats 
benefit benefit | benefit 
payment 


Post Falls 
Upper Fall 
Monroe Street 
Nine Mil 
Lor Lake 
Little Fall 
rand Coulee 
“hief Josenh 
tock Island 
MeNary 

The Dalla 
Bonnevillk 


( 
( 
I 


Total 
sAKE RESERVOIR 


ilis 
per Fall 
fonroe Street 


ne Mik 


I 
I 
\ 
N 
L 


r Lake 
Little Falls 
Grand Coulee_. 
Chief Joseph 
Rock Island 
MeNar\ 

The Dalles 
Bonneville 


COULEE RESERVOIR 


Grand Coulee 21, ) 1, 669. 7 19, 438. 9 
( ef Josep} , 30.3 
Rock Island 213.0 
Chelan 
MeNary 11.7 411.7 
The Dalles... SS. 6 
Bonneville : 246, 246. 7 
Total. ..... ; 22, 898. { 1, 669. 7 21, 229. 2 


CHELAN LAKE RESERVOIR 


Chelan 
McNary 
The Dalles 
Bonne vill 


Total 


3 Including “‘other”’ annual costs 
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PABLE 6 Summary of headwater benefit 


CONDITIONS 


Agency making pay! 


Federal Government 
Montana Power Co 
hington Water Power Co 

Puget Sound Power & Light and 
Chelan County Publie Utility Dis 
trict 

Pend Oreille County Public Utility 
District 


Total payments 
fotal, excluding intraagency pay- 
ments 
lotal, excluding intraagenecy pay 
nents, and payments not provided 


in sec. 10 (f) 


ONDITIONS 


Federal Government 

Montana Power Co 

Washington Water Power Co 

Puget Sound Power & Light 
Chelan County Publi 
District 

Pend Oreille County Public Utility 

District 


‘ 
‘ 
\i 


Total payments 
Total, exeluding intraagency pay 
ments 
Potal, excluding intraagency pay 
ments, and payments not provided 
in sec. 10 (f 


No. 18. The answer to this question is shown on the last page of the study 
(answer to question No. 17) and the results are as follows: 
Headwater benefits paid by United States to 


1) Washineton Water Power Co $141, 372 
(2) Montana Power Co 159, 061 


ANSWERS TO QUESTIONS 19 AND 20 CONTAINED IN THE LeTrerR or JUNE 8, 1955, 
From SENATORS WARREN G. MAGNUSON AND HENRy M. Jackson RE Heap 
WATER BENEFITS Biut (S. 1574, 847TH CoNa.) (S. 3434, 8353p CoNnG 


Question 19. In which of its annual reports did the Commission first recom- 
mend that section 10 (f) of the act be amended to provide for payment by the 
United States for benefits received from headwater improvements? Who was 
Chairman at the time? 

Answer. The Commission’s 33d annual report, covering the fiscal vear ended 
June 30, 1953, was the first such report in which the Commission recommended 
that section 10 (f) of the Federal Power Act be amended to provide for payment 
by the United States for benefits received from headwater improvements. With 
respect to this matter the Commission said at page 156, paragraph 19, of the 
report: 

as 3 Fede ral Power Aet Headwate hye nefits That section 10 f of the i t¢ ral 
Power Act be amended so as to require not only reimbursement by non-Federal 
power developers for benefits accruing to them from upstream facilities con 


} 


strueted by another but also to require reimbursement by the United States for 





ré 
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improvements construeted by non-Federal interests. These amendments have 
been submitted to the Bureau of the Budget in connection with the Commission’s 
comments upon the recommendations of the Interagency Water Policy Review 
Committee on reimbursement, Committee Paper 27.” 

Mr. Thomas C. Buchanan was Chairman of the Federal Power Commission 
from July 8, 1952, through the close of business on May 15, 1953. Mr. Jerome 
K. Kuykendall assumed the duties of Chairman of the Commission on May 18, 
1953, and was Chairman during the remainder of fiscal vear 1953. 

Question 20. Will you list for us each subsequent annual report of the Com- 
mission containing this reeommendation and who was Chairman in each case? 

Answer. Thirty-fourth Annual Report of the Federal Power Commission 
covering the fiscal year ended June 30, 1954. 

Mr. Jerome K. Kuykendall was Chairman of the Federal Power Commission 
during fiscal year 1954. 


(A subsequent letter from Mr. Gatchell is as follows:) 


FEDERAL PowrER ComMIssIOoN, 
Washington 25, July 8, 1955, 
te S. 1574. 84th Congress 
Hon. Crinron P. ANDERSON, 
Chairman, Subcommittee on Irrigation and Reclamation, 
Committee on Interior and Insular Affairs 
United States Senate, Washington 25, D.C. 

Drar Senator ANpERSON: As requested I have corrected the stenographic 
transcript of my testimony before your subcommittee on the bill S. 1574 which 
would provide for headwater benefit payments by hydroelectric power projects. 
It had been my purpose in testifying to give a full explanation of the effect of the 
amendment proposed by the Federal Power Commission by which a new section 31 
would be added to the Federal Power Act. Apparently, however, two questions 
were subsequently raised which I should have discussed. 

One question concerned the possibility of imposing headwater benefit charges 
under the new section 31 against irrigation benefits when upstream stored water is 
subsequently utilized at a downstream multiple-purpose project not only for 
developing power but for irrigation. However, such a possibility is not present in 
the new section 31. The language of the Commission’s proposed amendment is 
clear, for it limits the benefits to be considered to benefits to “any hydroelectric 
” whether owned by a non-Federal interest (par. (a)) or by the United 
States (par. (b The Commission has no intention of suggesting to Congress 
that if water should be used for irrigation purposes after being released from up- 
stream storage headwater benefit charges should be imposed for the irrigation 
benefit, and the expressed language of section 31 effectively precludes such im- 
position The only benefits which can be considered under the proposed section 31 
wonld be benefits received at a hvdroelectric project. An illustration could be 
given by considering the Grand Coulee multiple-purpose development for irriga- 
tion, navigation, and power. All of these purposes might be benefited by having 
flood flows stored unstream and low flows augmented from the upstream storage. 

sut the onlv benefit which could be considered under section 31 would be the 
power benefit at the hydroelectric power project. 

The other point was raised more as an inquirv by Mr. Irvin Hoff, who was 
representing Senators Magnuson and Jackson. He called attention to the fact 
that section 10 (f) now ealls upon the Commission to fix an equitable proportion 
of the annual charges for interest, maintenance, and depreciation on the upstream 
storage reservoir, whereas the proposed section 31 prescribes that the annual 
charges shall be ‘‘such part of the fixed cost of the facility furnishing the benefit, 
plus such part of the annual operating and maintenance cost of such facility, 
including land rental and similar charges, as the Commission may deem equitable.” 

T had not discussed this change because it does not appear to me to be significant, 
although it should have been explained. The new language adds operating costs 
to the elements of the cost of headwater facilities being considered in fixing the 
annual charges. 

This was proposed because the operating costs are as much a part of the expense 
of making the benefit available from the upstream reservoir as the interest, main- 
tenance, and depreciation. The land rentals were expressly mentioned because 
question has been raised as to the inclusion of land rentals in operating expenses 
and it was considered desirable to remove all doubt on this particular point. The 
cost of land owned in fee simple is covered by the interest charge and there did 


project 





EADWATER BENEFITS 


not appear to be any valid reason for excluding land rentals if the costs of 
ipstream reservoir are to be covered, as presumably are intended to be. 
Actually, the annual charges which the United States would be called upo 
pay at any project could not be substantial and by way of illustration our e1 
neering staff has roughly estimated the charges against the United States in th 
Columbia River systein for the year 1959 when the Dalles powerplant will be 
50 percent in operation and the other Federal powerplants will be in operati 
For that year it is estimated that headwater benefit charges payable for be 
received by the Federal hydroelectric power projects would be approxi 
$300,000; the Bonneville Power Administration will sell approximately 
ic 


hil 
Dl 


m kilowatt-hours of electric energy for which it will receive 
100,000. The headwater benefit charges under the proposed section 31 
amount to about 0.4 percent of the revenues or about 0.01 mill per kilowatt 
Finally, whatever charges are paid to a privately owned power compan) 
section 10 (f) or under the proposed section 31 would be accountable 
income and where regulated by a State agency or by the Federal Power Con 
sion would be considered in fixing the rates. The Federal lg r Act look ‘ 
limitation of the profits of such licensees to a reasonable return and a part of any 
excess earnings of licensees must be set aside in an amortization reserve to re 
the net investment in the project. 
Respectfully submitted. 


| 
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WILLARD W. GATCHELL, General Coun 


Mr. LInewEAver. We have one more witness, Mr. Chairman. 
Senator Scorr. All right. 
Mr. Lineweaver. Mr. Fain? 


STATEMENT OF CHARLES J. FAIN, ASSISTANT GENERAL MANAGER, 
ACCOMPANIED BY CHARLES ROBINSON, STAFF ENGINEER, 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION 


Mr. PAIN. My name is Charles J. Fain, assistant general manager 
of the National Rural Electric Cooperative Association. The member- 
ship of the association is composed of rural electric cooperatives of the 
United States and Alaska. 

We are appearing here today in opposition to Senate bill 1574 and 
also in opposition to the recommended substitute as given to the com- 
mittee by the Federal Power Commission. We appeared last year 
before a subcommittee of the Interstate and Foreign Commerce Com- 
mittee against Senate bill 3434, which is in the identical language as is 
found in the recommended substitute of the Federal Power Commis- 
sion, with the exception of paragraph (g) in the proposal this vear 
which has been added since last vear. 

We will endeavor to summarize very briefly the statement we have 
made, Mr. Chairman, which we would like to file for the record. 

Our interest in this bill comes about because of the power derived 
by our rural electric system members from the Federal Government. 

Specifically, in 1954 our rural electric cooperatives purchased over 
15.1 billion kilowatts of energy and 46 percent of that came from 
private companies, but, important to this situation here, 36 percent 
of that 15 billion kilowatt-hours came from the Federal Government 

In the Northwest, where there are 36 cooperatives and public 
utility districts receiving power from the Federal Government, there 
was a total of 758 million kilowatt-hours furnished to these coopera- 
tives and public utility districts by the Federal Government. 

In the States involved, in Washington there was 385 million, 
Oregon, 285 million; Montana, 28 million; and Idaho, 60 million. 
We feel that this bill has been specifically tailormade for the North- 
west area, Mr. Chairman; that is where we have called these figures 
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to the attention of the committee to show the amount of power that 
is involved and what it will mean to these rural electric cooperatives 
if a bill is passed which will drive up the cost of Federal power to those 
cooperatives 

Before coming to these substantive objections which our associa- 
tion has to both the Senate bill and the recommended substitute, | 
would like to go into one phase of it that evidently has not been touched 
on, to my knowledge here this morning, and which might be of 
interest to this committee especially. 

To do so, | would like to very briefly go into the legislative history 
involved. 

Last year when we appeared against Senate bill 3434, one of the 
objections which we raised was to the possible interpretation of that 
bill. As the bill was drawn, we felt that it was entirely possible under 
the bill that not only hydroelectric benefits would come under this 
specific bill but also it might be possible, under the wording of the 
bill, that irrigation benefits downstream from private developments 
could be made to pay a private owner upstream for incidental irriga- 
tion benefits. 

We raised that question before the committee. It is 
the wording of the old S. 3434 which has now been supplanted by 
the substitute. 

Under section 2 of this bill, it is proposed that whenever there is a 
hydroelectric power project owned by the United States and that it 
will be benefited by the construction, operation, or maintenance of 
a reservoir or any water-use facility, then it will pay for the benefits 
thus received. 

The chairman will undoubtedly know that the benefits as such are 
not limited. They are stated in the plural and it does not say that 
it would be limited to hydroelectric benefits. The limitation, so far 
as hydroelectric is concerned, is in the first sentence which says 
“hydroelectric power project.” 

Now, there are many hydroelectric power projects which ar 
multiple-purpose projects, having not only power but irrigation in- 
volved. Consequently, we feel that it is possible under the language 
as it is written to interpret benefits more broadly than just hydro 
benefits. 

Evidently there were members of the subcommittee last year who 
felt this should be clarified. The record will show that the question 
was brought up and members of the committee last year felt that 
that language should be clarified so that there would be no possi- 
bility of a tremendous payoff to private owners for reclamation benefits 
that might be supplied downstream. 

At that time it was stated by officials from the Federal Power 
Commission that they thought that language should be written into 
the bill that would clarify that and not make that possible. But the 
bill, the substitute, as it has been recommended, is identically the 
same and that point has not been clarified at all. 

So we feel that in order that the intent which officials of the Federal 
Power Commission say is not to go to reclamation benefits, in order 
that that intent might be carried out, that the committee might wish 
to consider amending this substitute if that is the one considered by 
the committee so that such an interpretation would not be gained 
from the specific language used. 


because of 
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There is one other point that I think bears on that question, 
\ir. Chairman 

When S. 1574 was introduced by the Senator from Arizona this 
year, it was specifically spelled out in the bill that these benefits 
would not go to the question of reclamation benefits. They were 
specifics ally limited t« » hvdroelectric power benefits. So that would 
be the first thing we wih | like to eall ihe attention of the committee 
to; that if the Federal Power Commission substitute is adopted, we 
feel it is an open question as to just what benefits are concerned. We 
feel that should be clarified. 

Now, as to the substantive reasons why our association Is oppose ‘dd, 
not only to the Senate bill but to the Federal Power Commission 
substitute, there are about 4 or 5 main points | would like to very 
briefly touch. 

First of all, we have the proble ‘m of assessing these incidental 
benefits from miultiple-purpose projects. The chairman is familiar 
with the John Kerr project in Virginia and undoubtedly the testimony 
that was taken before the Federal Power Commission as to the 
incidental benefits that would be afforded downstream to the Virginia 
Electric & Power Co. if it built the Roanoke project. 

This estimate of incidental benefits ranged all the way from $250,000 
to the sum of $1,955,000. 

In other words, the experts themselves could not agree within a 
range of approximately $1.5 million as to what the benefits are. 
Now, that would be annually. 

Consequently, if these incidental benefits are taken into considera- 
tion when they are so nebulous as is proven by the record in the John 
Kerr project, we feel that practically any answer from the Federal 
Power Commission as to the incidental benefits that would be assessed 
against Federal projec ts would not be too prec ise. 

We feel certainly that the bill should spell out some criterion for 
determining how these incidental benefits are to be arrived at. 

| think the Hungry Horse project has been referred to, and it illus- 
trates what can happen to a downstream project if such a bill as this is 
passed. The Hungry Horse project, which Was developed by the 
Federal Government, is such that it affords a great deal of downstream 
benefits to other projects lower on the river. 

In fact, about 37 percent of the cost of the Hungry Horse project 
goes against benefits downstream, Now, if that dam were built by 
prive ate interests, this would mean that 37 percent of the total cost of 
that project would be paid by the Federal Government for the benefits 
downstream. 

There is another question, too, involved here and that is as to how 
this will affect the economic feasibility of proposed Federal projects. 

A specific example of this is the proposed Ice Harbor project on the 
Snake River. The Corps of Engineers stated in congressional testi- 
mony that the Ice Harbor project was not feasible unless the benefits 
incurred to it by the proposed Hells Canyon Dam were considered. 

Now, if this bill were passed, it would mean that Ice Harbor could 
no longer be developed because the upstream benefits would be 
be charged against Ice Harbor; that means that many projects that 
are a part of the comprehensive plan, especially in the northwest 
area, can be knocked out if this bill is passed. 

Now, this will have the result of destroying c ompre ‘hensive develop- 
ment of a river system so we feel that the committee should think long 
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and hard on this question of how this will affect the economic feasi 
bility of specific projects as proposed and how it will affect the eco- 
nomic feasibility of an entire river system. 

Another point is how will this affect the cost of power which has 
already been set at Federal projects? 

The cost of power has been set at these Federal projects upon thy 
basis that they will pay out within a certain period of time. 

Now, if the Federal Power Commission comes along and assesse: 
additional charges against these projects, it can only mean one thing, 
they will not be able to pay out in the period as proposed or they will 
have to raise the rates to consumers in that area; that is why we ar 
strongly opposed to this bill. 

In summarizing, Mr. Chairman, we would like to just briefly state 
that the National Rural | “lectric Cooperative Association is opposed 
to Senate bill 1574; it is opposed to the recommended substitute a 
proposed to the seaiaiabds bv the Federal Power Commission. 

The basis of our opposition is largely because we feel that the rivers 
of the land belong to the people as the people express themselves 
through the Government. 

As the Government has granted licenses to many private companies 
to build specific projects on these rivers, then these companies sure]\ 
considered when the licenses were granted that they might be called 
upon to pav for benefits received and yet, surely they did not conside: 
that at a later time, possibly 15 or 20 years later, that they would be 
able to come back and assess against the Federal Government down- 
stream benefits. 

We also feel that the passage of this bill will inevitably result in 
higher costs of power, especially in the northwest area, and as our 
rural electric cooperatives are certainly greatly affected by any in- 
crease in rates in ths at area, we ask the committee that it not approve 
S. 1574 or the substitute as proposed by the Federal Power Com 


mission. 
Mr. Lineweaver. Thank you, Mr. Fain. 
Your statement will be put in the record as if you read it. 
(The statement referred to follows: ) 


STATEMENT OF CHARLES J. FAIN, ASSISTANT GENERAL MANAGER, 
NATIONAL RURAL ELECTRIC COOPERATIVE ASSOCIATION, IN 
OPPOSITION TO §S. 1574 


Mr. Chairman and gentlemen of the committee, my name is Charles 
J. Fain. I am assistant general manager of the National Rural 
Electric Cooperative Association, which is the national service organi- 
zation representing some 92 percent of all REA-financed rural electric 
systems operating in 42 States and the Territory of Alaska. First, 
I would like to explain to the committee why it is that our member 
systems have such a stake in the disposition of Senate bill 1574, which 
is being considered by you today. 

During the fiscal year 1954, the rural electric systems throughout 
the United States used 15.1 billion kilowatt-hours of energy. This 
represents an increase of 15.4 percent over the same figure for fiscal 
1953, and indicates that the electrical loads of the rural areas are 
growing rapidly and have not ceased to grow even though in most 
areas about 90 percent of the farms are now electrified. ‘Tt is inter- 
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esting to note that total wholesale power requirements cost the rural 

electric systems $109 million during fiscal 1954. During that vear, 
6.96 billion kilowatt-hours, or 46 percent of our total power require- 
ments was purchased from private companies. We purchased 4.63 
billion kilowatt-hours, or 30.7 percent of our total needs, from Federal 
power marketing agencies. We generated 2.30 billion kilowatt-hours, 
15.2 percent of the total, ourselves, and the remaining 8.1 percent we 
purchased from other miscellaneous sources. Thus, it is readily 
apparent that any measure which significantly affects the cost or 
availability of Federal power will, in turn, have a direct effect upon 
our member systems. 

It is our understanding, Mr. Chairman, that spokesmen for both 
the Federal Power Commission and the Department of the Interior 
have stated that in their opinion, enactment of S. 1574, as originally 
proposed, would prove awkward of administration. They have, we 
are told, recommended, with the concurrence of the Assistant Direc- 
tor of the Budget, Mr. Donald R. Belcher, that the original bill be 
amended so that the authority contained in the proposal be delegated 
not to the Secretary of the Interior as originally proposed, but to the 
Kederal Power Commission. 

The substitute bill proposed by the Federal Power Commission is, 
except for section 2 (g), identical to Senate bill S. 3434, proposed 
during the 2d session of the 83d Congress. During hearings on 
S. 3434, held last vear by the Subcommittee on Business and Con- 
sumer Interests of the Senate Interstate and Foreign Commerce 
Committee, I appeared in opposition to S. 3434. The position of 
the National Rural Electric Cooperative Association has not changed 
during the intervening months, and we, therefore, are opposed to 
S. 1574. 

As we feel Senate bill 1574, like S. 3434 proposed last vear, will 
inevitably drive up the cost of power generated at Federal projects 
ye make it less likely that additional Federal multiple-purpose proj- 

‘ets will be constructed in the future, it is essential that Senate bill 
1 574 not be approved by the Congress. With your permission, I 
would like to set out in the remainder of this statement, in detail, 
why we feel Senate bill 1574 is not in the best interests of the rural 
electric systems throughout the United States; and also why it is not 
in the best interests of our Government in the comprehensive form 
by which it is drawn. 

As the subcommittee is well aware, the Federal Power Commission 
has long been vested with the authority to assess annual charges 
against privately owned water resource developments for benefits 
which accrue to them by reason of the existence of Federal multiple- 
‘aay dams upstream. S. 1574 retains this feature of the Federal 

Power Act. It would make two net substantive changes in the law. 
The FPC would be empowered to assess charges against Federal 
multiple-purpose projects for benefits conferred on them by privately 
owned projects on the same stream. The Commission would also be 
empowered to charge one Federal project for benefits conferred on it 
by another Federal project. 

To the best of our knowledge, the Commission has exercised its 
existing authority to fix and collect such charges from private utility 
companies only to a very limited extent, and the Federal Government 
has, up to the present time, received very few payments for benefits 
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accruing to privately owned projects. For instance, Interior Depart 
ment figures indicate that the Hungry Horse project on the South 
Fork of the Flathead River in Montana will benefit privately owned 
downstream plants owned by the Washington Water Power Co. and 
Montana Power Co. in the amount of some 163,000 kilowatts of firm 
capability. The Hungry Horse project has been on the line for almost 
2 years now, yet the Federal Power Commission, to our knowledge, 
has entered no final order establishing payments by the private com- 
panies to the Federal Government for the benefits. A similar sift 
tion exists in the Southeast United States where the Federal an 
ment has constructed the 208,000-kilowatt John H. Kerr Dam on the 
Roanoke River in Virginia. 

The Virginia Electric & Power Co. has been granted an FPC 
license to build the Roanoke Rapids site downstream from the John 
H. Kerr Dam. Roanoke Rapids is under construction. Estimates of 
benefits accruing to the Roanoke Rapids site from the construction of 
the John H. Kerr Federal Dam upstream have been estimated at 
from $250,000 per year to $1,955,000 per year. The Federal Powe: 
Commission has entered no final order assessing these benefits, but 
has indicated in a statement of findings and order, relative to the 
operating height of the Roanoke Rapids pool, dated May 29, 1953, 
that. the Commission then considered in favorable light the lowest 
estimate of $250,000 per year rather than any of the higher estimates. 
The Commission found that the benefits accruing to the Roanoke 
Rapids site consisted exclusively of incremental energy increases, and 
that no additional firm capability was made available by the existence 
of the upstream Federal project. The Commission apparently did 
not consider the fact that were the Federal Government to operate 
on an integrated basis both the John H. Kerr Dam and the Roanoke 
Rapids project, as was originally contemplated, additional firm power 
would, in all probability, be made available by the integrated operation 
of these two projects. In other words, here the Federal Government is 
deprived of the right to develop and operate one of the most. feasible 
projects in the comprehensive plan for the Roanoke Basin by the 
ere anting of the Roanoke Rapids license to Vepco. Estimates indicate 
that the withdrawal of Roanoke Rapids reduces the feasibility of the 
compre ‘hensive plan from 1.47 to 1.34. Yet, in discussing the benefits 
accruing to the power company, the Commission did not consider 
these facts. And : should be emphasized that this is a very substantial 
consideration in nearly all cases where the Federal Government. is 
de prived of slcpesias two or more projects on a given stream on an 
integrated basis by the granting of a Federal Power Commission license 
to a private utility company to construct and operate a project 
previously reserved for integrated operation by the Federal Gov- 
ernment. 

It is also interesting to note, especially with respect to the Roanoke 
Rapids project, the t the Virginia Electric & Power Co. wa s granted by 
the Defense Electr ales iiiniaient ion a certitcate entitling the 
company to sai oe over a period of 5 yecrs $21,511,750 of the 
total $33 million estimeted cost of the project. Assuming a project 
life of 40 years, the certiiicete would benefit the Virginia Electric & 
Power Co. in the amount of $53,653,014, more than over 1.6 times the 
entire cost of the projec’ 
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Mr. Chairman, because of the wide diversity of opinion existing 
among the experts themselves as to how the benefits referred to in the 
bill should be evaluated, and the consequent paucity of precedent and 
administrative procedure to act as a guide governing the assignment of 
such downstream values, we feel that the proposed legislation in 
Senate bill 1574 is entirely too broad and all inclusive, and jeopardizing 
the interests of the Federal Government. 

There is no specifie direction provided by the legislation to govern 
the Federal Power Commission in assigning charges against the 
Federal Government, and there is ho body of existing prece ient on 
which to predict what the Commission may do. 

In view of the almost unlimited authoriiy contained in the bill, and 
in the substitute recommended by the FPC, the Interior Departmen 
and the Bureau of the Budget, we feel that this legislation could well 
result in an exploitation of the people’s investment in water-resource 
developments for the enrichment of private utility companies. It is 
our contention that the natural resources of the Nation belong to the 
people and to the Government of the people, and that the licensing 
of private companies to construct hydroelectric projects on navigable 
streams is a privilege granted by the people and not a right of the 
licensee. We, therefore, conten | that there is no justification for the 
people to be liable for payment without limit to private utility com- 
panies for incidental benefits which may accrue from private consirue 
tion of resource de ‘velopme nt projects for corporate profit purpeses, 

Moreover, the recommended substitute for the presen t bill contains 
no limitation on whether benefits accruing to the Federal Governm t 
will be confired to upstream storage benefits, downstream reregt lation 
benefits, or any other type of benefit that may be conceived in future 
vears. Will companies which built dams 50 years ago, without any 
thought of downstream benefits, now receive a windfall of taxpayers’ 
morey—even after the rate payers have amortized the project? Will 
the benefits surrendered by the United States irom comprehensive 
development plans be taken into account? 

We feel that the present legislation is especially dangerous as 
regards its application to the assessment of cost to downstream Federal 
projects for privately owned upstream reservoir projects. Down 
stream benefits, with respect to hydroelectric development, accrue 
only from those upsiveam projects which tmvolve appreciable reservoirs 
to contain seasonal variations of flow in the stream. Frequer thy, in 
the case of a large reservoir project operating im the heedwaters of a 
given stream, the benefits attributable to the project accrue lergely, 
not at the site itself, but at downstream hydreelectric plants elready 


i 
existing or pla nned for future construction. The Federal power 
developments in the Pacific Northwest are an execllent example of 


this. 

Referring to our exrlier example of the Hungry Horse project on 
the South Fork of the Flathead River m Montana, Bureau of Recla- 
mation figures indicate that the firm power availeble from the installed 
capacity at the Hungry Horse site is 220,000 kilowatts. On the other 
hand, the existence of this project and its large storege reservoir, 
makes available to downstreem projects, an additional 830,000 kilo 
watts of dependable power. These downstream benefits accrue not 
only to the privately owned hydroelectric facilities already mentioned, 
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but also to projects owned and operated by the Federal Government, 
both existing and under construction. 

The total cost of the Hungry Horse project is $102 million, of which 
$82 million is allocated to power. Of this $82 million allocated to 
power, $57 million is the joint cost of facilities allocated to power. 
Of this $57 million, only $19 million of the joint cost of facilities 
allocated to at-site power, and twice that amount, or $38 million, is 
allocated to power facilities at downstream projects benefited by the 
Hunery Horse construction. Thus, about 37.5 percent of the total 
cost of the project is charged to downstream hydroelectric benefits. 
In addition, by building and operating the Hungry Horse project, the 
Federal Government not only secures operating control over the 
220,000 kilowatts at the site, but more important, it controls the 
additional 890,000 kilowatts of downstream power and can operate 
the integrated system as a unit, thereby securing the maximum 
benefits from the whole. In order to accomplish such coordinated 
operation of a system, it is necessary that all parts be interconnected 
by high-voltage transmission network which provides for the free 
flow of power between the various interconnected generating units. 
In the case of the Hungry Horse project, it will be operated at high 
production during the critical winter months, and production will be 
reduced at the site during the high runoff months in the spring and 
summer. 

Had a private utility company constructed the Hungary Horse 
project, it would be reasonable to assume that under the proposed 
legislation, a goodly portion of its construction cost would have been 
paid by the Federal Government in the form of annual payments for 
benefits received at downstream projects. The Government would 
thereby, over a period of years, pay a percentage of the total cost of 
the project, but would be ‘denied title to it. And these payments by 
the United States would apparently continue to perpetuity. Con- 
ceivably the Federal payments could repay to the private company 
the entire cost of its project. By contrast, the Federal Government 
having constructed the project itself, holds title to it and will con- 
tinue to accrue benefits from the project in the form of power sales 
revenue, not only during the amortization period, but thereafter 
during the entire remaining useful life of the project. 

Moreover, it is very doubtful that any private utility company, 
operating for profit purposes, would be able to as fully integrate a 
project such as Hungry Horse to provide maximum benefits to the 
area grid as does the Federal Government. Any utility company 
would have to maximize production at a project such as Hungry 
Horse during the entire year, reserving for only secondary consider a- 
tion the benefits it made available to other generating plants down- 
stream. 

The private company undertaking these upstream storage projects, 
would secure operating control not “only of the at-site power, but of 
the far greater quantities of power made available downstream by 
water released from the project, and although the Federal Govern- 
ment paid for downstream benefits, it would have no control over 
their availability. 

On August 24, 1954, an article appeared in the Wall Street Journal 
directly bearing on this legislation. A combination of four major 
private utility companies in the Northwest, doing business as the 
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Pacific Northwest Power Co., stated, through Mr. Kinsey Robinson, 
its president, that although the Federal Power Commission had 
cranted Pacific Northwest an 18-month ens permit to build 
2 upstream reservoir storage projects on the Clearwater River, con- 
struction of these projects by his company depended on 2 conditions 


One was enactment by the Congress of a downstream benefits bill to 


provide assessment on downstream dams for benefits from upstream 
water storage. Mr. Robinson’s other condition for building was a 
decision by the Federal Government to advance funds for flood con 
trol features of the dam. The following is a copy of the excerpt from 
the Wall Street Journal to which I refer. 


ciric NorTHWEST Power TO ExpLoreE Two SIres For It 


SPOKANE, Pacific Northwest Power Co. will do exploratory w 
e sites of two proposed power dams it Idaho, according to Kil 
ident. The kederal Power Comm SSlLOTn has | | 


preliminary permit for study of the proposed 
| 


locations are at Bruees fdédy on the North 
power capabiliiv estimated at 244,000 kilowa 
le Fork of the Clearwater, rated at 292,000 | 
Robinson said Pacife North P 
it is ‘‘terribly short.” 
led before the company could proceed to 
benefit act of Congress, to standardize assessment 
or benefits from upstream water storage, and a 
rovernment is willing to advance fund 
Pacific Northwest Power is a joint enterprise 
which Mr. Robinson also heads: Montana Powe 
and Portland General Electric Co 


5 : : 
s for flood- 


Robinson apparently feels that the Federal Government should 
finance, as flood-control features, a major portion of the project for 
which he has — for a license, and in addition, should help pay 
for construction by his company of the power features of the project 
by assessing downstream Federal plants for the incidental benefits 
provided by the jomt Federal-company project. Mr. Robinson is 
also preside nt of the Washington Water Power Co. of Spokane, Wash., 
which has received a certificate authorizing accelerated depreciation 
on $29,970,000 of the total cost of its 200,000 kilowatt Cabinet Gorge 
hydroelectric plant. 

Federal power construction agencies in securing congressional 
authorizations and appropriations for development of comprehensive 
river basin development plans must now design with two criteria in 
mind. Each individual project of the plan must show a benefit-to- 
cost ratio better than 1 to 1, and the overall comprehensive plan must 
also show a benefit-to-cost ratio better than 1 to 1. If the private 

tility companies are allowed to develop the more desirable sites with 
the aid of subsidies in the form of Federal payments for downstream 
benefits, lucrative “partnership”’ proposals, and accelerated deprecia- 
tion certificates, the Government will be left to develop the less desir- 
able sites and the overall economy of the comprehensive plan will be 
reduced. 

Furthermore, the cost of developing a given hydroelectric site would 
generally be higher to a private corporation than to the Federal 
Government because of the fact that the private group must pay a 
higher rate of interest on its capita] investment, and must pay income 
taxes on the revenue accruing from the project. Thus, it can be 
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assumed that the private group may not always develop the entire 
potential of a given site, but the development undertaken by it may 
nonetheless, preclude full development by the Federal Government. 

The pending application of the Idaho Power Co. for a license to 
build three relatively low head dams on the Snake River is a good 
example. The Bureau of Reclamation has rather complete plans for 
the construction of a high head Hells Canyon Dam on the Snake 
River which would develop virtually the entire potential of the river 
at that point. The single Idaho Power Co. Brownlee Dam recom- 
mended for licensing by FPC Pr ‘esiding Examiner William J. Costello 
would develop only a portion of the benefits. There fore, if the Federal 
Power Commission grants this license, it means that the Federal Hells 
Canyon Dam, including 3.9-million acre-feet of reservoir storage and 
approximately 1-million kilowatts of firm power, would be super- 
seded by the private development plan which includes only 1-million 
acre-feet of reservoir storage and 230,000 kilowatts of firm power 
development. 

In other words, the Government and the people it represents in the 
Northwest would be forever deprived of 2.9 million acre-feet of reser- 
voir storage and 770,000 kilowatts of firm power. It seems to us 
perfectly absurd that although the Government, in this instance, 
would surrender 770,000 kilowatts of firm power and accompanying 
reservoir storage, it should nonetheless be ordered to pay such benefits 
as may accrue to downstream projects from the limited development 
by the Idaho Power Co. of the Snake River. ‘The Idaho Power Co. 
also has pending with the Office of Defense Mobilization an application 
for a certificate entitling it to depreciate in 5 years for tax purposes 
$67.138.000 of the $90.433.000 cost of the Brownlee project. 

We feel, Mr. Chairman, in addition, that S. 1574 and similar legis- 
lation would have an extremely detrimental effect on Federal compre- 
hensive multiple-purpose river basin development plans. Again this 
is especially true with respect to the Columbia River Basin system in 
the Northwest where the Federal Government has already built many 
of the downstream plants. There are many upstream reservoir 
projects yet to be undertaken as part of the Federal plan. Two 
portions of the legislation presently under consideration would strike 
very hard at these comprehensive river basin development programs. 

There are usually several hydroelectric projects in any multiple- 
purpose river basin plan. Each of them depends on the others for its 
feasibility. Thus, the feasibility of the 180,000-kilowatt Ice Harbor 
project on the Snake River which is authorized for Federal construc- 
tion and on which the Corps of Engineers has already spent over a 
million dollars in planning funds, is based on the availability of 
upstream storage benefits from the Hells Canyon project. 

If, under section 2 of the proposed legislation, S. 1574, downstream 
benefits accruing to the Ice Harbor site from upstream storage from 
Hells Canyon, when and if it becomes available, are charged against 
the Ice Harbor project, it immediately becomes infeasible and impos- 
sible of construction by the Federal Government. If, under section | 
of the proposed legislation a private utility company were to construct 
the Hells Canyon project, the benefits so accruing to Ice Harbor would 
be charged against it. The project would then also become infeasible 
under this portion of the bill. Thus, we see that both sections 1 and 
2 of the bill could conceivably revise the whole economic feasibility 
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study of a comprehensive river basin development program either by 
authorizing transfer of benefits accredited to downstream Federal 
projects to privately owned upstream reservoir storage sites, or by 
allowing shuffling allocation among several federally owned projects 
of the benefits conferred upon each of them by all of the others. Thus, 
the bill effectively authorizes whatever agency is delegated authority 
under it to effectively review and pass upon the feasibility of the entire 
Federal power program in the Pacific Northwest and in other are: 
where comprehensive plans have been approved. C ompre ‘hensive 
basin plans must be viewed as an integrated concept. They cannot 
be considered as a series of discrete units. If the legislation now pro- 
posed as 5. 1574 is passed, the Federal agency responsible for develop- 
ing comprehensive river basin plans will have to not only design sys- 
tems which are feasible as a whole and in which each project is sepa- 
rately feasible, but will have the additional burden of proving each 
project separately feasible when charged with all benefits accruing from 
other projects in the plan. Such criteria would present a serious 
threat to future development plans. Although it may not be the 
intent of the Congress to convey, in the proposed legislation, power to 
review and redetermine the feasibility of Federal water-resource 
development programs, nonetheless we feel such authority will be the 
effective result of the bill. 

The rural electric systems of the country have a tremendous 
stake in the Federal power construction and marketing program. 
In the Pacific Northwest and in the Tennessee Valley area, our 
svstems have requirements contracts with the Government under 
which the Federal agency agrees to supply the entire requirements of 
a particular system. Under these circumstances, we must oppose 
any legislation which provides for payments by the Federal Govern- 
ment to a private utility company for downstream benefits, thereby 
making feasible sites out of otherwise infeasible ones for private 
companies, and which would destroy or reduce the feasibility of 
Federal development. 

We feel that the legislation proposed in Senate bill 1574 is entirely 
too broad and imposes no limits to the charges that may be made 
against the Federal power program by private utility companies 
which may construct stream improvement facilities under license by 
the Federal Power Commission. There is little existing precedent 
upon which to forecast the action of the Commission as regards the 
assignment of benefits from future stream improvements undertaken 
by private utility companies. As regards existing projects owned and 
operated by private groups, I would like to say that to now assess 
against downstream Federal projects a portion of the capital and 
operating costs of the privately owned upstream projects would 
nothing short of a windfall or giveaway of the peoples resources to 
the private corporation. 

Feasibility of existing private projects was not based upon the 
payment to the Federal Government of downstream benefits, and we 
contend that the people, as owners of the Federal resources of the 
Nation, are, in licensing for private development of these projects, 
adequately compensating the companies for such downstream benefits 
as may normally accrue. In addition to this, we feel that the virtually 
unlimited authority contained in the proposed legislation could very 
appreciably raise the cost of power to the Federal Government at 
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existing and proposed projects, and thereby destroy the value of 
Federal power to the rural electric systems. As you know, our 
systems rely on the availability of increased amounts of Federal power, 
not only because of the fact that they are able to buy such power at 
lower than average rates, but because the Federal power construction 
and marketing program has provided a standard against which to 
measure the rates and operating practices of adjacent private utility 


companies. We further feel that the virtually unlimited authority 
contained in this bill would, by subsidizing development by private 
utility companies of the most desirable units of an extensive basinwide 
development program, lower the overall economy of such a plan, and 


could, as in the Hells Canyon case, lead to less than full development 
of the potentialities of various sites throughout the country. 

Mr. Lineweaver. I have some inserts for the record. 

First is a telegram to Hon. Clinton Anderson from Mr. B. Boydstun, 
acting general manager, Grand River Dam Authority in Oklahoma, 
favoring the bill. 

(The telegram follows:) 


Di. 
nderstanding that your committee will consider 
thi ‘ within » next few davs. The Grand River Dam Au- 
thoricy is a public power ag 
the Pe nsacola Da i and Ress 
project provides the headwater improvement and storage for the Government 


reney of the State of Oklahoma. It owns and operates 
servoir project on Grand River in Oklahoma. This 
owned Fort Gibson Dam downstream from the Pensacola Dam. The Authoritv is 
a licensee of the Federal Power Commission. We urge favorable consideration to 
require the Government to compensate the Authority for the benefits that it 
receives from the headwater improvements and storage. 


Q. B. Boypstun, 
Acting General Manaa Pr. Grand River Dam Authority. 


Mr. Lineweaver. Next is a letter from the National Association 
of Railroad and Utilities Commissioners to Senator Murray, chairman 
of the Senate Committee on Interior and Insular Affairs, also endorsing 
S. 1574. 

(The letter referred to follows:) 


NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS, 
Washington 4, D. C., May 26, 1955. 
Hon. James E. Murray, 
Chairman, Senate Committee on Interior and Insular Affairs, 
Senate Office Building, Washington, D. C. 

Dear CHAIRMAN Murray: I am advised that your committee plans to hold 
hearings on May 27 on 8. 1574, a bill to provide for payments by the Secretary of 
the Interior to owners of non-Federal water-use facilities for hydroelectric power 
benefits realized by the United States therefrom and for other purposes. 

The membership of this association embraces the members of the public utility 
regulatory commissions and boards of all of the 48 States of the United States and 
the District of Columbia. The executive committee of this association at a regular 
meeting held in Washington, D. C., In June 14, 1954, adopted a resolution favor- 
ing enactment of 8S. 3434, 83d Congress, which resolution reads as follows: 


“RESOLUTION FAVORING ENACTMENT OF S., 3434, 88D CONGRESS 


“Resolved, That this association favors enactment of 8. 3434, 83d Congress, a 
bill to amend section 10 (f) of the Federal Power Act to provide that charges shall 
be paid by Federal power projects which are benefited by stream improvements 
constructed by other parties, the payments to be determined in the same manner 
as for charges paid by non-Federal interests; and 
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‘Resolved further. That the committee on legislation and 
tives of tl is association be and thev are he reby authorized to 
any similar bill which will accomplish the same objectives, 
association at ai \ hearing upon s ich bill or bills before any 
House of Congress.”’ 

S. 1574 provides that the Secretary of the Interior shall fix the ar il | 
S. 3434, 83d Congress, would have amende ection 10 (f) of the Federal 
Act adding a new section 31 to that act. I am advised that the Federal 
Commission report on 8S. 1574 recommends that the bill be amended to 
10 (f) of the Federal Power Act and by adding a new section 31 to the ae 
behalf of this association I recommend that S. 1574 be amended in the n 
recommended by the Federal Power Commission 

It would be sincerely appreciated if vou would incorporate this letter and 
resolution in the record of the hearings held by your committee in regard to 8. 1574 

Sincerely vours ; 


Austin L. Roperts 


(reneral Solicito 


Mr. Linewraver. Next are two letters from Gus Norwood, execu- 
tive secretary of the Northwest Public Power Association, Inc., oppos- 
ing the bill; also a letter from Ken Billington, of the Washington 
Publie Utilities District Association; and a statement from C. Emerson 
Duncan II, of counsel for the American Public Power Association. 


NORTHWEST PuBLIC PowrER AssoctiaATION, IN« 
Vancouver, Wash., June 4 
Hon. JAMEs E. Murray, 
Chairman, Senate Committee on Interior and Insular Affairs, 
Senate Office Building, Washington, D. C. 


DEAR SENATOR Murray: By resolution of its member electric systems which 
serve almost 2 million people in Montana, Idaho, Oregon, Washington, and Alaska, 
the Northwest Public Power Association opposes Senate bill 1574 and urges the 
retention of the policy of section 10 (f) of the Federal Power Act in its present 
form, 

Senate bill 1574 is objectionable on the same grounds as were developed in the 
opposition testimony against Senate bill 3434 of the 88d Congress. What Senate 
bill 3434 attempted to do by direct amendment of the Federal Power Act, the 
new Senate bill 1574 would attempt to do by indirection by granting the equivalent 
authority to the Secretary of Interior. 

For over three decades private electric corporations have been granted 50- 
vear leases on tremendously valuable Federal waterpower sites under FPC 
license with the understanding that under section 10 (f) any downstream Federal 
dam, present or future, will not be required to pay rent, toll, or tribute to any 
privately owned upstream storage reservoir. This provision has been sound in 
law and fair in equity because the sovereign people of the United States own the 
waterpowers of the great rivers. Free storage benefits to downstream Federal 
dams is part of the bargain, part of the quid pro quo, for the FPC license. It is 
part of the inherent characteristic of the site, as a part of the river system, which 
has not been licensed away. 

An FPC license does not confer ownership. It merely grants a lease which in 
itself is most valuable even though the title to the waterpower resource remains in 
the name of the public. The Federal Government continues to own every site 
for which a license has been granted. 

It is inconceivable that the people of the United States as the owner 
ville Dam should pay tribute to an upstream private utility merely because that 
utility was granted use of a valuable upstream waterpower privilege which also 
belongs to the people. This would be like paying rent on your own propert) 

Accordingly, we respectfully urge your rejection of Senate bill 1574. 

The principles and objectives of Senate bill 1574 and of Senate bill 3434 of the 
previous Congress are also opposed in the testimony and resolutions of region 9 
of the National Rural Electric Cooperative Association, the American Publ 
Power Association, the Washington Publie Utility Districts Association, tl 
Oregon Rural Electric Cooperative Association, and the Montana State Rural 
Kleetric Cooperative Association. 

Respectfully yours, 


e 


Gus 


Ere 


NorW ooD 


live s0ccre 


tn 
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NortHwest Pusiic Power ASSOCIATION, 
Vancouver, Wash., June 28, 1956. 


Re Opposition to 8. 1574, Upstream Storage Charges 


Hon. James E. Murray, 
Chairman, Senate Committee on Interior and Insular Affairs, 
Senate Office Buildina, Washington, D. C. 

DEAR SENATOR Murray: This supplements our testimony of June 4 which 
Was submitted in the form of a letter in opposition to Senate bill 1574. We would 
like to list two additional objections to the bill. 

We are now advised that 8. 1574 would require the Federal Government to pay 
downstream benefits not only at future private utility dams but at projects which 
have already been constructed; for example, the Federal Government as the 
owner of the Bonneville Dam on the Columbia River would be required to pay 
tribute to the Montana Power Co. which happens to own the Kerr Dam and 
regulates the level of Flathead Lake. The ideal storage from Flathead Lake was 
achieved at very little additional cost but results in appreciable downstream 
benefits. However, it was clearly understood when the company received its 
FPC license for the Kerr project that these downstream benefits constituted a 
part of the consideration, a part of the quid pro quo for the license. Thus Senate 
bill 1574 would provide for a duplication of benefits or create new windfall profits 
for the Montana Power Co. These profits would accrue only to the stockholders 
and they would be exacted only from the electric consumers. The result would 
be higher electric rates. Aside from the obvious injustice of Senate bill 1574, this 
proposal is contrary to good public policy. 


IS THIS GOOD BUSINESS? 


May [ strongly urge upon the committee that the committee staff be requested 
to apply S. 1574 to a number of actual cases such as the Hungry Horse Dam or the 
Bruces Eddy Dam. As a guide to such study may I submit the following hypo- 
thetical illustration. Let it be supposed that a $100 million project is to be 
constructed by a private utility as an upstream storage dam and that all down- 
stream dams are federally owned. Let it be supposed that the costs of this dam 
are allocated entirely to power, half of which is for power generated at the site 
and half for downstream power. Under 8S. 1574 the Federal Governmert must 
pay to the private utility a 12 percent rate of return, before Federal income taxes, 
upon $50 million or $6 million per annum on this account. This does not include 
the cost of operation, maintenance, and administration. However, if the Federal 
Government constructed the entire project, the rate of interest would be 244 per- 
cent on the entire $100 million or $2.5 million per annum. Thus the $6 million 
charge under 8. 1574 is 140 percent greater than would be the case if the entire 
project were federally financed, yet the Federal Government under 8S. 1574 would 
obtain only half the benefits, namely the downstream benefits. 

This case study, however, illustrates only the direct economic cost which would 
result from 8. 1574. The analysis should be continued to show how the long 
range development of an entire river basin would be hampered. 

For example in the Columbia River Basin our preliminary study indicates that 
under a ceiling price of 6 mills for power that about 80 to 90 percent of the power 
potential of the Columbia River Basin can be developed if the interest rate is 24% 
percent, but that under typical private utility financing that far less than half of 
the Columbia River Basin would be developed. Thus Senate bill 1574 may 
operate as a form of birth control for the development of river basins. 

This analysis should then be continued further to show that as projects like 
Hungry Horse Dam are not built, because they are not feasible under private 
utility financing, the region suffers vast economic losses because of industrial 
developments and other economic opportunities which are prevented from 
coming into being. 

The first full year of operation of the Hungry Horse project has just been re- 
ported in the 1954 Annual Report of the Bonneville Power Administration which 
shows a cost of $2.93 million of which some 60 percent was required for interest. 
Interest is the key cost. With interest at 24% percent it is readily seen that for 
each 1 percent of interest there is a 24 percent power cost. Thus to increase the 
rate of interest from 2% percent to 3% percent would increase the cost of Hungry 
Horse power by 24 percent. If the 24% percent were increased under private 
utility financing to a 12 percent rate of return before Federal income taxes the 
cost of power from Hungry Horse Dam would be more than tripled. The result 
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would be that there would be no phosphate plant at Silver Bow, Mont., that there 
would be no aluminum plant at Columbia Falls, Mont., that there would be no 
dam at the Hungry Horse Dam site; the economy of western Montana would 
not be good. 

I most strongly urge your rejection of S. 1574 and also the rejection of its pre- 
decessor, 8. 3434 of the last Congress. I urge the retention of section 10 (f) of 
the Federal Power Act. Every organization of public and cooperative electric 
systems in the Pacific Northwest is on record against these bills. 

I can only add an observation which must be described as strictly personal: 
It is my personal opinion that Senate bill 1574 represents the thief at the gate. 
It proposes not only to establish a tollgate upon our presently developed water 
resources and upon such future projects as may be built, but by its effect will 
serve to throttle a large proportion of our potential river development. 

Most respectfully submitted. 

Gus Norwoop, 
Executive Secretary. 


WASHINGTON Pusuic Utinitry Districts’ ASsocIATION, 


Seattle 1, Wash., July 1, 1956. 
Hon. James E. Murray, 
Chairman, Senate Committee on Interior and Insular Affairs, 
Senate Office Building, Washington 25, D. C. 
(Attention of Subcommittee on §. 1574, upstream storage charge legislation.) 

Dear SENATOR Murray: We understand that hearings were held on S. 1574 
on June 29, 1955. 

Since we desire to be of record on this legislation but were unable to be present 
for a verbal presentation, may we respectfully request approval for inclusion in 
the record of our written statement in opposition to 8S. 1574. 

The statement is attached. 

Sincerely yours, 
KEN BILLINGTON. 


STATEMENT IN OpposITION TO S. 1574 ON BEHALF OF THE WASHINGTON PUBLIC 
Utiuiry Disrrict’s AssocraTION, SEATTLE, WASH. 


This association comprised in membership of 23 public-utility districts serving 
in excess of 216,000 electric customers in the State of Washington, adopted the 
following resolution in opposition to 8. 1574 on June 10, 1955: 


“UpstREAM STORAGE CHARGES 


‘‘Whereas the Senate Committee on Interior and Insular Affairs is conducting 
hearings on Senate bill 1574 which would require downstream Federal dams such 
as Bonneville Dam to pay upstream storage charges to future private utility 
upstream dams; and ‘Whereas such reimbursement would not only provide a 
heavy subsidy to private utilities but would also artificially increase our cost 
power: now, therefore, be it 

“Resolved, That we urge Washington Senators and Representatives to oppose 
Senate bill 1574.” 

Our opposition to this legislation is based on the principle that the navigable 
water resources of this Nation are a Federal public domain. Non-Federal water 
users are permitted to develop this public resource under FPC licenses. The 
licenses provide the ritht of use but not ownership of such public resource. The 
non-Federal developer evaluates any water-resource development on the basis of 
his own individual project’s production. He makes use of only his owr. financial 
resources. An in return, he gets the benefits accruing from such project. When 
the production or benefits of his facility are increased or augmented by a public 
Government investment (i. e., upstream storage) it is only right that such non- 
Federal developer should be required to pay for these additional benefits which 
come, not from his own investment, but rather from the investment of the people 
as a whole. This is the reasoning which supports section 10 (f) of the Federal 
Water Power Act, and which has been the rule in river development for over 30 
years. 

Preliminary studies as regards the amount of payments on the part of non- 
Federal owners to the Federal Government for benefits which came to them from 
Government investment in headwater developments, have tended toward the 
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establishment of a very reasonable charge for the increased kilowatt-hour produc- 


t or 

Certainly, the incremental cost to the non-Federal water users of the additiona!} 
energy productio! jue to such | leral investments is only a fraction of the cost 
of the power produced at these plants as ar sult of the at-site facilities installed 
by such non-Federal water users themselves 


I 0 alter present proce lure and make the Federal Gove rnment pav upstream 
storage ( har es to ! on-! ede ral users would doubly benefit Ss ich developers 
We feel it is proper, as our FPC licensing procedures provide, that a non-Federal 
r be told, “So long as vou make full use of this site as provided for in the 


Federal Power Act, vou may have the right to this site and its water to develop 
to the extent of your own finances and for your own special interest.” 


—~ pr 


We do not think that such non-Federal developer should also be told, ‘In 
addition, we will pledge and loan to you the Government’s investment and 


earning power of downstream plants to make your investment a much better one 
for your own special interest.””. This is what 8. 1574 would do if enacted into law. 

In short, we feel that special local interests should pay for the special ‘‘windfall”’ 
benefits which they may enjoy by virtue of publie investment by all the people 
in upstream storage. But we do not think that all the people should be required 
to pay non-Federal upstream developers for storage benefits, in addition to 
granting them the right to the use of the public domain for their own individual 
purposes and benefit. 

We respectfully urge rejection of this legislation. 


STATEMENT OF C. EmMerRsSON DuNCAN II or COUNSEL FOR THE AMERICAN PUBLIC 
PowrER ASSOCIATION, ON S. 1574 


My name is C. Emerson Duncan II. I am an attorney associated with the 
firm of Ely, MeCarty & Dunean, Tower Building, Washington, D. C. We are 
general counsel for the American Public Power Association, and this statement 
is submitted on behalf of that association. The American Public Power Associa- 
tion is a national trade organization representing more than 800 local publicly 
owned electric utilities in 40 States and Puerto Rico. 

The local publicly owned electric utilities which comprise our membership are 
substantial purchasers of federally produced hydroelectric power. In the fiscal 
vear ending July 1, 1953, all local publie agencies purchased 19,667 million kilo 
watt-hours from various Federal power-marketing agencies. This represented 
some 36.69 percent of all power sold by the Federal Government. 

We are therefore concerned about S. 1574 not only because of the effect it 
might have upon the price at which such power would be sold, but also because 
of its possible effects on the economic feasibility of construction of dams in the 
future bv the Federal Government 
S. 1574, introduced by Senator Goldwater, is entitled ‘‘A bill to provide for 
payments by the Secretary of the Interior to owners of non-Federal water-use 
facilities for hydroelectric power benefits realized by the United States therefrom, 
and for other purposes.”’ 

For all practical purposes 8S. 1574 is identical in intent to S. 3434 which was 
introduced in the 88d Congress and referred to the Committee on Interstate and 
Foreign Commerce, except that the functions assigned to the Federal Power 
Commission under 8S. 3434 would be assigned to the Department of the Interior 
under S. 1574. 8S. 3434, in effect, would have repealed section 10 (f) of the Federal 
Power Act (16 U.S. C. 803 (f)) and would have substituted a new section which 
was recommended by the Federal Power Commission. 

This new section would have provided for payments by the Federal Govern- 
ment for benefits received by Federal power projects from upstream non-Federal 
storage reservoirs 

The Federal Power Commission, in its report on S. 1574, reeommended against 
the passage of the bill, and proposed again that language similar to that contained 
in 8. 3434 of the 83d Congress he adopted instead. The chief objections raised 
by the Commission to the bill before the committee were, among others, that the 
arrangement contemplated under S. 1574 would give to the Secretary of the 
Interior the authority to determine charges for benefits received, with the addi- 
tional authority to assess these charges against the proper parties—functions 
presently performed by the Commission An equally serious matter would be the 
procedural questions raised by the bill, involving the manner in which parties 
may apply for, secure, and have reviewed determinations of headwater henefits 
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received and the costs to be hared. The Commission COnSI ley 1 that betore 
bill could be effectively administered, provisions for providing notice earl 
rehearings, and court review would have to be enacted A method of enfor 
determinations would also appear to be necessary The Bureau of the B 
concurred in the recommendations of the Comn ISSLOn 

While the adverse recoinmenda Federal Power Com ’ 
Bureau of the Budget constitute bar to favorable e 
legislation, there are ¢ ally econ pelt SONS \ hy the legi lati DY 
a substitute by the Commissio: hich is for all purposes the same 
that was considered in the last Congress) should ot be enacted 

The present language of section 10 (f) of the Federal Power A () S 
803 (f)) provides that when licensees are benefited by reservoir or othet 
water improvements constructed by other parties, including the United 8S 
thev shall reimburse the owner of the i provement for sue nh part « 
charges for inte rest, mainte ance, and depreciation thereon ¢ the Federal Po 
Commission may deem equitable In 1035. seetion 10 (f) was ame led t 
vide for the reimbursement for headwater benefits by nonlicensees under cert 
circumstances 

Attempts have been made to justify the proposals of the Commissi Or 
basis that the Federal Government should be required to make payments sil 
to those made by other licensees of hydroelectric projects when Federal p1 
derive benefits from an upstream developer Proponents of the measure, h 
ever, have chosen to ignore the fundamental distinctions between th ype 
operations involved. 

The present provisions of section 10 (f) of the Federal Power Act have 
in force since 1920, when Congress enacted the Federal Power Act The aut 
ity granted to the Federal Power Commission under that act to issue ( 
States, municipalities, cooperatives, private power companies and othe 
from the principle that Ownership of the water resources of naviga r 
rests with the people of the United States, and that those resoures there 
are subject to the jurisdiction of the Congress under the commerce clause of 
Constitution. 

When private groups or individuals are granted licenses permitti! 
utilize these resources, it is with the understanding that condition hich n 
be imposed by the terms of the license are imposed in the public inter 
for the benefit of the people generally. 

Under the terms of the amendment proposed by the Federal Power 
mission, Federal projects which are to be constructed, as well as those : 
existence, would be required to pay annual charges to the owner of a head 
facility, where the construction, operation, or maintenance of that fa by 
fits the Federal project. These annual charges would be determined | 
Federal Power Commission, after a hearing, in accordance with a formula 
forth in section 31 (a) of the FPC’s proposed amendment 

Private licensees, whose operations have included the constructi f uy 
facilities which have benefited or will benefit Federal downstream proj 
have in the past 30 years regarded the furnishing of anv such benefit as a con 
upon which the license was granted. To now provide that the private lic¢ 
shall be reimbursed for these benefits will mean nothing more than grant 
windfall which was never anticipated, and which was never taken into act 
when costs of operations and rate schedules were determined It would 
mean an increase in the cost of generating power at existing federally o 
projects and a decrease in the cost of generating power at privately own i proj 
This may well have the effect of increasing the rates for publicly generated 
but there is no assurance that a corresponding reduction in the ra 
private power producers will be forthcoming 

As to the possible effeet of the proposed legislation upon Federal ( 
be constructed in the future, the General Counsel of the Federal P 
sion testified: 

‘‘Under this bill, the power costs of a fe Federal projects woul rele 
headwater benefit charges which are now borne by other power e: I 
thus spreading the cost of headwater improvements, the bill would as at 
to this limited extent, in securing comprehensive development of water r 

The language of the Commission’s proposed amendment, set f 
31 (b) in the annex to the Commission’s report, obligates the United Stat 
reimburse upstream developers for any benefits accruing to Federal hydroelec 
power projects which will be constructed in the future as well as those already 
operation. Just how the comprehensive development of water resour cal 


secured by the existence of this obligation on the part of Federal project 
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burse upstream developers for benefits which must later be determined is not 
made clear. Certainly any projected plans for comprehensive Federal develop- 
ment of potential power sites would have to include possible increases in the cost 
of generating power at those sites as a result of subsequent construction, operation, 
and maintenance of upstream projects. 

There has been, since section 10 (f) of the Federal Power Act was enacted, only 
one instance, according to the testimony of theGeneral Counsel of the Federal 
Power Commission (Hearings, S: 3434), in which the Commission has made a 
final determination of annual payments which should be made by a licesnsee to an 
upstream developer for headwater improvements, but according to the testimony 
of Senator Morse before this committee, the United States has yet to receive | 
cent of revenue under the present law. How the formula set forth in the bill 
would apply, in the event that many Federal and non-Federal up-river projects 
were involved, each providing upstream benefits for at least one other, and pos- 
sibly several, was not spelled out, and there was no testimony given before the 
committee on this point. It would be fair to anticipate, however, that the cost 
of making these determinations each 5 years, as provided in the legislation, might 
result in a very sizable increase in the Federal Power Commission’s costs of admin- 
istering the Federal Power Act. 

The American Public Power Association takes the position that at the present 
time there is no vital need for changing the provisions of the Federal Power Act 
which apply to reimbursement for upstream benefits. Those licensees presently 
operating reservoirs or water-use facilities which directly or indirectly benefit a 
federally operated project are providing such benefits as a condition which was 
present or contemplated when licensed, and fully taken into account when costs of 
operations were determined. These costs are, of course, reflected in the rates to 
consumers, and in the profits retained by the operator. There is no question of 
equity involved here which would justify the adoption of the Commission’s pro- 
posed amendment on the ground that only the Federal Government at present is 
not required to make similar payments. To the best of our knowledge, little if 
any income has been received by the Federal Treasury as a result of charges 
assessed against public or private licensees under presently existing regulations, 

Further, the proposed amendment would thrust upon the Federal Power 
Commission a myriad of additional duties, in line with administrative require- 
ments for carrving out the provisions of the law, which could only increasethe 
present costs of operation. This faccor should certainly be fully considered prior 
to any change in the existing law. 

In addition, it should be pointed out that existing procedures, authorizing the 
accelerated amortization of costs of construction, have allowed private utility 
operators to benefit by many millions of dollars, and the cost of these benefits 
has been borne by the taxpayer generally. A further subsidy, such as that con- 
templated by the amendment which would seemingly help to defray not only the 
cost of construction, but of operation as well, is impossible of justification. 


Mr. Linewraver. Thank you, gentlemen, for appearing. 
(Whereupon, at 12:30 p. m., the subcommittee recessed, subject to 
the call of the Chair.) 
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WEDNESDAY, JULY 13, 1955 


Unirep States SENATE, 
SUBCOMMITTEE ON IRRIGATION AND RECLAMATION 
OF THE CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, EEO, 

The subcommittee met at 10:30 a. m., pursuant to notice, in room 
224, Senate Office Building, Hon. Clinton P. Anderson presiding. 

Present: Senator Clinton P. Anderson, New Mexico. 

Senator ANDERSON. The subcommittee will be in order. 

In view of the fact that Senator Gore was unable to be present on 
May 27 when hearings were held on S. 1574, a bill to provide for 
payments by the Secretary of the Interior to owners of non-Federal 
water-use facilities for hydroelectric power benefits realized by the 
United States therefrom, and for other purposes, the subcommittee 
is glad to give Senator Gore an opportunity to make a statement in 
opposition to this bill. 

We will be glad to hear from you, Senator. 


STATEMENT OF HON. ALBERT GORE, A UNITED STATES SENATOR 
FROM THE STATE OF TENNESSEE 


Senator Gore. I am grateful to you and to the members of this 
committee for the spec ‘ial effort that has been made to arrange an 
opportunity for me to present my views with respect to Senate bill 
1574, nor under consideration by your committee. 

Simply stated, the purpose of the bill is to provide for payment 
by the Federal Government to private concerns for any so-called 
headwater benefits accruing to a federally constructed facility on a 
navigable ange as a result of the construction upstream therefrom 
of some facility by a private concern operating under license. 

The bill is unsound as a matter of public policy. It is based upon 
a philosophy which ignores the fundamental fact that the resources 
of our navigable streams are a part of the public domain belonging 
to all the people. When a private company is permitted to make use 
of these resources for private profit, it does so by sufferance rather 
than as a matter of right. 

It is true that existing law contains a provision under which a 
private concern may be required to make certain payments to the 
Federal Government for benefits received from an upstream facility 
owned by the people. 

It is argued that, in view of this fact, it is only fair and equitable 
to require similar payments by the Federal Government when the 
circumstances are reversed. This argument may appear plausible on 
the surface; however, as I have already indicated, it ignores the fact 
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that a private concern making use of these resources does so by virtue 
of a grant from the people. 

In bestowing such a privilege, the representatives of the people 
have not only the right but the duty to issue such a license upon such 
conditions as may be necessary to protect the public interest. 

It is interesting to note that this bill would be retroactive in this 
respect. The payments would be required not only with respect to 
Federal projects constructed in the future, but also to those already 
constructed. 

As the members of this committee know, prior to the construction 
of any Federal facility, studies are conducted to determine its economic 
feasibility and the ratio of benefits to costs. The imposition of an 
additional burden, after the project has been constructed, would 
serve to alter the basis of economic justification. It would tend to 
disrupt the planned schedule for amortization of the Government’s 
investment. 

Then, too, the benefits of the bill would be made available not only 

private facilities to be constructed in the future, but those already 
constructed as well. 

Private concerns which have applied for a license to construct a 
given project have done so on the basis of existing law. Presumably, 
they did not expect any gratuity of this nature from the Federal 
Government. To grant such to them now would be nothing more 
than providing them with an unexpected and undeserved windfall 
profit. 

S. 1574 is identical in purpose with the provisions of S. 3434, 
introduced during the 83d Congress and considered by the Interstate 
and Foreign Commerce Committee. I appeared before that com- 
mittee in opposition to that bill last year. 

All the arguments against S. 3434 are equally applicable to S. 1574. 
As a matter of fact, it is my understanding that this committee has 
received from certain agencies of the United States Government a 
recommendation that the language of S. 1574 be amended so as to 
conform word-for-word with the provisions of S. 3434. 

‘he major difference in the two bills is one of administration. 
S. 1574 bestows upon the Secretary of the Interior, or such other 
agency as may have administrative control over a Federal facility, 
responsibility for administration. 

As the committee knows, under the provisions of S. 3434, it was 
contemplated that the Federal Power Commission would exercise 
this responsibility. 

The bill now before the committee is, in many respects, unclear in 
its details. 

The Secretary of the Interior is given authority to fix and deter- 
mine the amount of the payments due the owner of any upstream 
project said to benefit a Federal facilitv. He is also given authority 
to fix the amount of any payment that might be due the United States 
from a private concern. But nowhere is there any provision or direc- 
tion as to how the charge due the Government is to be collected. The 
authority given to department heads who administer Federal projects 
is ve ry bros ul, indee d. 

I would like to call specifically to the attention of the committee 
the authority granted to these department and agency heads to nego- 
tiate privately contracts obligating the Government to make payment 
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to private owners for upstream improvements. Though the bill re 
quires that such contracts be reported to Congress, specific legislation 
would be required to negate any of them. 

S. 3434 was basically unsound; S. 1574 is equally unsound. — In addi- 
tion, the language of the latter bill would be even more difficult to 
administer. 

I urge this committee to reject S. 1574 or any other bill designed 
to accomplish a similar objective. 

Senator ANDERSON. Thank you very much, Senator, for your 
statement. 

Is there anything further? 

If not, the committee will stand adjourned with permission for 
additional statements to be filed for the record. 

(Whereupon, at 10:40 a. m., the hearing was adjourned.) 





